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Foreword 



The National Commission on Responsibilities for Financing Postsecondary Education was created 
by the United States Congress to chart long-term options for restructuring postsecondary education 
finance and to make recommendations to the President and Congress. The nine-member bipartisan 
commission, composed of both Congressional and Presidential appointees, is an independent federal 
agency. 

To fulfill its mandate, the Commission examined the roles and responsibilities of the major partici- 
pants in the financing system. This was accomplished through a variety of activities, including regional 
hearings held across the nation and nearly a dozen meetings of the Commission. In the spring and 
summer of 1992, the Commission sponsored two intensive seminars ani a national symposium in which 
participants diagnosed the major ills of the current system and prescribed various remedies for its 
reform. In February 1993 the Final Report of the National Commission, which urged major changes in 
the \vav federal student financial assistance is provided, was submitted to the Presiden; and Congress. 

To help accomplish its work, the Commission asked distinguished analysts to produce the six back- 
ground papers that make up this volume. Two of the papers look at the distribution of burden sharing 
among the participants in the postsecondary finance system. Martin Kramer's monograph outlines the 
conceptual basis for the roles of the various parties in postsecondary education finance and describes 
changes in these roles and the difficulties they pose for longitudinal data. Arthur Hauptman and David 
Roose examine trends in the proportion of higher education costs borne by federal, state and local gov- 
ernments, philanthropy, the family and other sources over a 40-year period, from 1950 to 1990. 

Three other papers were solicited to inform the Commission on specific higher education financ- 
ing issues. Mclora Sundt's monograph on international comparative models describes postsecondary 
financing svstems in the United States and 10 other countries. I-awrence Cold's case studies of five fed- 
eral programs show how laws, regulations and program practices operate to discourage federal human 
resource program beneficiaries from pursuing postsecondary education and training. Ruth Beer Blet- 
zinger analyzes proposals to adjust the current need analysis models and to improve the student aid 
delivery system that were pending before Congress in the last reauthorization of the Higher Education 
Act (P.L. 1 02-325, which was enacted in July, 1992). 

The final component in this volume was the product of a university-based research team. The seven- 
member Vermont Task Force, which was formed to assist the Commission, proposes a variety of policy 
remedies including consolidation of federal programs and simplifications in need analysis to reduce the 
complexity of the financial aid process. 

The collective contributions of these essays to the discussions of the Commission and, ultimately, to 
the Final Report, haw been substantial. The Commission publishes this volume in the hope that it will 
further inform issues surrounding the responsibilities for financing postsecondary education. 



Jamie P. Merisotis 
Executive Director 
April 1993 
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.. Cha . ngi . ng ... Roles in Higher Education Financing 

Martin Kramer 
INTRODUCTION 

•■•T..; .;. he financing of postsecondary education in the United States can be seen in different 
V\ ways, depending on the eve of the beholder. It can be viewed as a chaotic enterprise. 
U Alu ™atively, it can be viewed as an admirable example of financial pluralism. In 

- • either new, it is undeniably complex. This complexity is always present, whether we 
are seeking to understand the system as it is. as it has developed or as it ought to be. This paper is 
intended as an introduction to that complexitv. 

A number of parties make decisions about spending for higher education, and we need concepts 
that illuminate their varied motivations to understand the way they share financial burdens and the 
trends affecting their distribution. 

To uike the most conspicuous example of such trends, it is undeniably true that the parents of stu- 
dents pay a far lower fraction of aggregate educational costs than they did 50 or 60 years ago. Accord- 
ing to the analysis of Alan Canter and June O'Neill, in a 1973 Carnegie Commission Report on High- 
er Education, the share of total monetary outlays for higher education paid bv families in the 1939-40 
academic year was 63.7 percent, which mainly represented spending by parents. The continuation of 
the Carttcr-O'Neill analysis (with many caveats) shows the family share had fallen to 37 percent bv 
1988-89, and perhaps half of these outlays were made b> students themselves, not by their parents. 

However, this dramatic change did not occur because we as a society decided that parents should 
pay less. Indeed, there is currently widespread discussion of ways in which they can be encouraged 
and enabled to pay more. Rather, we decided as a society that whether people went to college should 
not depend so much on parental resources. Participation in higher education expanded horn the 
affluent young to members of income groups whose parents are much less able to pay, and to older 
students who make financial decisions about education that do not invoke their parents" resources at 
all. A large reduction in the share of the aggregate burden born by parents resulted from changing 
patterns of enrollment, not from a decision to give parents relief as such, although some relief has 
indeed been brought about. 

To take another example of such a trend: The share paid by parents in the aggregate would have 
fallen even lower if many private colleges had not adopted the practice of increasing tuition charges 
for parents willing and able to pay in order to increase student aid funds for students whose parents 
are not able to pay. This has become a major feature of private college finance. From 1980 io 1988 
institutionally financed grants doubled in constant dollars. A study of 150 small private colleges 
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showed an annual real growth rate for aid from unrestricted revenues of 13.9 percent from 1979 to 
1986. Both the willingness of affluent parents to pay high tuitions and the concern of private colleges 
to foster more equal opportunity are factors in determining the actual sharing of burdens. 

Focusing on the Motivation of the Parties 

The 1973 report of the Carnegie Commission on Higher Education that explored the issues of 
burden sharing was entitled Higher Education: Who Pays? Ww Benefits? Who Should Pay? It was an 
assumption of public policy discussions at the time that answers to the three questions should be 
compared and contrasted. If one party to higher education finance benefitted disproportionately to 
its payments, then it should pay a larger or smaller share accordingly. 

This paper will usually take a somewhat different (though not necessarily inconsistent) view of 
the relationship among the Carnegie Commission's three questions. It will regard the question, 
"Who benefits?" as our best clue to the understanding of "Who pays?" — that is, of why they pay. The 
task of public policy ("Who should pay?") is, from this perspective, the task of adjusting the motivat- 
ing factors and incentives that enter into decisions about paying for college, so that we will achieve a 
socially desirable quantity- and distribution of benefits. 

Because the reasons for the contributions of the various parties to higher education finance are 
different, interact and change over time, economists, policy advocates and administrators have used 
a considerable conceptual apparatus to analyze higher education finance. The four sections of Pail 
I of this paper introduce the most basic of the concepts they have used, and these sections attempt 
to show how those concepts illuminate the motivations and incentives of the various parties. Part II 
attempts a closer look at how these influences have played themselves out in the history of higher 
education finance in the United States, and examines the problems involved in giving these trends 
quantitative expression through updating the Cartter-CTNeill estimates of costs and burdens. 

Such a presentation is disjointed in several ways, and this fact may make it useful to link up the 
various topics here in this introduction. One way to do so is to anticipate the "story line" of this 
report That "storv line" would go something like this: The basic shape of American higher education 
has been determined by its pluralism. Colleges and universities were founded by many different par- 
ties for many different reasons. They looked, at first, to parents and philanthropy to finance their 
educational programs. However, two very long-range trends operated to shift more and more of the 
financial burden to the taxpaying public and to students themselves. The first of these trends was a 
clearer perception that the costs of higher education were worthwhile as an investment in which the 
public and students both had stakes. This perception was also operative* in Fairope, but there the 
investment rationale tended usually to foster a distinct set of technologically-oriented institutions 
much more separate from traditional universities than in the United States. 
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The second of the two trends was democratization, which entailed much wider access to high- 
er education and much greater equity among families in paying for its costs. In the United States 
democratization did not occur abruptly, as, for example, it occurred in England after World War 
II. Rather, state and local governments created a gradually growing number of subsidized low- 
tuition institutions, and both state and federal governments created, step bv step, a complicated 
student aid system. Loans provided by this system, accompanied by expanding employment 
opportunities, enabled students themselves to take a larger role in financing their own education. 
This larger role for students expressed both democratization and an appreciation of returns to 
investment in higher education. 

This "story line" is only the roughest outline and it leaves a great deal more to be explained 
— much more than would be called for in the case of a less pluralistic system created less gradual- 
ly or from a more comprehensive policy blueprint. The svstem of higher education finance in the 
United States is the opposite of all of those things. It has to remain an open question how fortu- 
nate we are to have so complex a system, subject to so many motivations and accretions of policy. 

Part I 

The Costs of Higher Education 

The Composition of Higher Education Costs 

efore we can come to terms with the sharing of the financial burdens of higher edu- 
cation, we must first decide what those burdens are. This turns out not to be as easv 
as it might appear. The task looks easy because most of the cost of operating institu- 
tions of higher education should clearly be included in the financial burden, and 
these costs are known from institutional budgets. Data from these budgets have been aggregated 
by the National Center for Education Statistics in time series data going back several decades. By 
academic year 1974-75 total institutional revenues had reached S35.7 billion; by 1988-89, these 
revenues totaled $81.8 billion. 

The problem is that institutional budgets include items that do not entirely represent costs of 
education, and they do not include some items that very plausibly do represent such costs. The 
task, therefore, is to decide what institutional costs should be excluded in assessing the financial 
burdens of higher education, and what other costs should be added. 

There would be very broad consensus that this subtracting and adding process is what the task 
of assessing the total financial burden is all about. The assumption is that there is a core of institu- 
tional expenses that are central to the cost burden. This has been the approach of Garner and 
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O'Neill and many other analysts, and it will not be disputed here. It is conceivable that the inclu- 
sion of some items in the core expenses of institutions— such as some administrators' salaries, some 
library acquisitions and some campus landscaping— could be debated on the merits as educational 
outlays, btu that will not be attempted in this paper. Educational costs as most of us think of them 
include these outlays, along with even more clearly necessary expenses of producing education 
such as faculty and staff salaries, utility bills and purchases of consumable supplies of many kinds. 

This section will not challenge the consensus but will instead focus on only two items with respect 
to which difficult and important determinations must be made in assessing the costs of higher educa- 
tion: research costs (a candidate for exclusion) and costs of student subsistence (a candidate for 
inclusion). These items are large and the financial responsibility for them tends to be loaded on spe- 
cific parties to higher education finance to such a degree that they affect how we see the pattern of 
burden sharing in major ways. A third item— foregone student earnings— is important for the same 
reasons, but, for convenience, it will be discussed in detail in the last section of this paper where the 
continued usefulness of the Cartter-O'Neill series of cost and burden estimates will be examined. 

How do these three items affect our picture of burden sharing? Take first research expenditures: 
Here the role of federal grants is so large that, if we were to count all institutionally-based research 
outlays as expenditures for education, then the federal role in higher education finance would 
appear considerably larger than if we did not count them. These research expenditures amounted to 
S5.9 billion in 1 988-89— about one-fifth as n uch as parents and students together contributed to 
educational funds of institutions. The government share of educational funds of institutions would 
be 60 percent if all federal research expenditures were counted instead of 55.7 percent as shown in 
the appendix table for that year. 

Similarly with student subsistence costs: Families pay a much larger f raction of room and board 
costs for students who attend public institutions than the fraction they pay of instructional costs. 
Therefore, if we count subsistence costs as expenses of education, the family share of the total 
financial burden will appear considerably larger than if we do not count them. Counting subsis- 
tence costs, the parent-student share of all monetary outlays for higher educ ation was 37 percent 
in 1988-89. Not counting them, the parent-student share of educational funds of institutions was 
only 32.3 percent. Subsistence outlays in 1988-89 almost equaled the contributions of parents and 
students to the net educational funds of institutions— S25 billion, compared to S27 billion. 

So also with the foregone earnings of students— that is, wages and salaries the students could 
be expected to earn if they were not spending their time and energy being students. Am estimate 
of foregone earnings is extremely tricky, but whether we include sow amount of foregone earn- 
ings as a cost of education or not is extremely important to anv analysis of burden sharing. This is 
because students bear almost all of this cost. Students' parents bear little and the public almost 
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none. Therefore, if this cost is included as a cost of education, the student share of the total bur- 
den will appear much larger than if it is not. 

Research Costs and Joint Products 

Almost everyone would agree that getting an education at an institution where there are 
ongoing research activities improves the quality of that education. Vet people would differ about 
the size and importance of this contribution. If research contributes to both education and scien- 
tific discovery— that is, if they are 'joint products" of research— we must come up with some defi- 
nite way, more or less arbitrary, to assign part of the cost to each purpose. Cartter and O'Neill 
decided in the Carnegie report to assume that 25 percent of federally financed research costs at 
institutions of higher education would be attributed to education. It is hard to see how they 
would have been clearly wrong or clearly right in this guess, or to see any trends that would have 
made it a worse guess in the 1990s than it was in the 1970s. 

Student Subsistence Costs and Nonspecific Costs 

The people who are students would still have to eat, be clothed, and be sheltered even if they 
were not students. These are necessary outlays in order for them to be engaged in any educa- 
tional process, and yet they do not purchase education specifically. Nor is staying alive a joint 
product of education, so difficulties with subsistence costs cannot comfortably be dealt with by 
the kind of arbitrary assumption Cartter and O'Neill made in the case of research outlays. 

And there are problems. They arise because subsistence costs are very elastic; they can 
appear in the budgets of those other than students, and they are met in part from resources 
that are very hard to estimate. 

Demarcating Minimum Subsistence Costs 

Subsistence costs arc elastic in the sense that the character, amount and quality of minimum 
subsistence costs are hard to define. A student needs more than one set of clothes, but how many 
and how expensive? Some students need cars, but, again, how cheap a car will do? Students need, 
in human terms, to visit their families, but how often, and do they also need a vacation trip dur- 
ing the winter break? When a parent pays for more than the minimum of such things, is the par- 
ent paying for education or simply making gifts to an offspring for current consumption? If the 
student pays for comforts and entertainment from extra earnings over and above his college's 
Vli-help expectation,- arc they still costs of education? What if the job was taken solely because 
the student wanted a more comfortable standard of living? 
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lion, we can then draw distinctions between economic and non-economic returns, private returns 
and public returns, and in doing so we will have a taxonomy of many (but not all) of the purposes 
for which higher education costs are incurred. 

Investment in Human Capital for Economic Returns 

The idea of higher education as an investment now seems an obvious one, A century and a 
half ago it would have seemed much less obvious. Except for the professions of law, medicine 
and the church, investment in a career was normally made through one or another form of 
apprenticeship. Participation in higher education occurred mainly for the purpose of acquir- 
ing status or for learning to exemplify the status one already had. 

Since those times, the investment character of higher education has become increasingly 
clear. More and more occupations have called for, and provided financial rewards for, educa- 
tion beyond high school. The common observation that educated people generally make 
more money has been validated by increasingly good statistics showing correlations of educa- 
tion and income. To be sure, there are considerable swings over time in the rates of return to 
higher education, and they depend importantly on such non-educational factors as the size of 
the voung-worker cohort and the structure of the economy. Thus, male college graduates 
earned 23.8 percent more than high school graduates in 1979, but they earned 53.4 percent 
more in 1989. Female graduates earned 27.9 percent more in 1979, but they earned 59.4 per- 
cent more in 1989. 

Analyses have attempted to estimate the aggregate contribution of education to national 
income, as well as the economic return to individuals. Human capital theory has become a recog- 
nized specialtv in economics. Surveys of students show that financial returns are now often in first 
place as a reason for going to college, although it is possible that students are just being more 
candid about financial motives than earlier generations were. 

The Investment Rationale and Burden Sharing 

The idea of higher education as an investment yielding economic returns has been the 
premise of powerful arguments about responsibilities for financing higher education. These argu- 
ments purport to give answers to the three questions of the Carnegie title: \\7w Pays? Who Benefits? 
Who Should PaxTThv main line of argument is that returns to education show up in the income of 
the individual student. Employers are willing to pay for the skills the student acquires. They cost 
him time and money to acquire, so the increment in pay is a return on that time and money 
invested. That is why, the argument goes, the student and his parents pay for education: they are 
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making an investment from which they expect income returns. Since it is the student who bene- 
Fits, it is he who should pay, unless others want to make him a gift of investmer t capital. 

The Zacharias Plan 

This argument is not just a matter of analytic interest: it purports also to have practical conse- 
quences for public policy. These consequences are most clearly exemplified by the Zacharias plan 
proposed in the 1960s that has periodically resurfaced with modifications ever since. Under these 
•income-contingent loan" plans, a student would be expected to pay for his own education out of 
the investment income the education would produce. When parents pay. they are making a gift of 
such an investment. But students themselves should be willing and able to borrow to make so prof- 
itable an investment, jitft as a business corporation should be willing and able to borrow to invest in 
a promising new factorv. 

According to this view, the reasons why students do not borrow and invest in education as much as 
they rationally might are two: First, students cannot be sure the investment will pay off. A student can- 
not be sure that he will have the talents and opportunities to make the investment successful. Second, 
he cannot offer a lender the invesunent itself as collateral in the way that a company can offer the new 
factory itself as collateral for the loan that builds it. A lender cannot be sure that an invesunent in edu- 
cation will pay off. and he cannot "foreclose" on the person who embodies the investment. 

In the Zacharias plan and its successors, this analysis forms the basis for the proposed role of gov- 
ernment in assuring a ready supply of student loans and guaranteeing that they will be repaid. Individ- 
ual students and lenders are handicapped by uncertainty. Not so the government, because it knows 
that the average return from investment in education will be ample to pay off the average loan. 

Most plans, like the original Zacharias proposal, have other persuasive features. Thev often 
incorporate either a progressive tax on education-derived income or a scheme of extra interest or 
principal pavments that serve the role of insurance premiums whereby the more Financially suc- 
cessful borrowers will pay back all or part of the loans of the less successful. 

Problems of the Zacharias Analysis 

There are problems about Zacharias-tvpe schemes that are beyond the scope of this paper. 
Thev include problems of adverse selection in a less-than-nniversal plan, the possibility of exces- 
sive debt levels, and problems of loan collection. Rut the main problems are diffu allies with the 
underlying economic investment rationale itself The intellectually powerful logic of the invest- 
ment rationale tends to obscure three things: 
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1. First, the investment rationale leaves very unclear why spending (and burden sharing) for 
elementary and secondary education should differ so markedly from spending and burden 
sharing for higher education. We need an analysis that explains why the two are so differ- 
ent and yet also makes clear how far they can be treated as alike. A major sector of Ameri- 
can higher education — namely, the community colleges — began with the assumption that 
there need be, and should be, no difference. Education in proprietary schools operated 
on exactly the opposite assumption, except under the Gl Bill and the federal student aid 
programs, the assumption that private parties should pay the whole cost. 

2. Second, the Zacharias rationale has nothing to say about the benefits of higher education 
that are not appropriated by the individuals who receive education in the form of their 
own higher money incomes. 

S. Third, the Zacharias rationale has nothing to say about the intergenerational aspects of 
distributing the burdens of higher education finance. Its showpiece proposal simply 
assumed that each generation should shoulder the burden of its own education. This 
assumption is wildly at variance with both the tradition of parent-financed higher educa- 
tion and with equal opportunity efforts on the part of stale and federal governments. 
These efforts have taken the form of subsidies to institutions of higher education directly 
or via student aid. Who is right? 

Public and Private Benefits 

The usual wav of reconciling the investment rationale and public policy in these three areas is 
to say that only part of the return on investment in education is represented by economic benefits 
accruing to the individual student. It is suggested that there are other public benefits that also 
constitute a return on investment. These public benefits include economic, cultural and social 
benefits that belong to everyone and for which we cannot and should not expect individual par- 
ents and students to pay. 

However, it does not help very much just to say that there exists such a difference between 
public and private benefits. Whether we want to justify present patterns of burden sharing or 
want to change them, we need ways to distinguish different kinds of benefits so that we can see 
why they are public or private. One way to draw such distinctions is to focus on the question oi 
whether the benefits of any activity (not just education) are appropriated by individuals, whether 
they practically ran be (e.g., by charging admission to concerts) and whether they should be (per- 
haps in the interest of enabling market forces to operate). 

This kind of analysis is fascinating, and it can open our eyes to things we ordinarily do not 
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think much about. It tends, however, to get very far from practical policy choices affecting educa- 
tion before the issues it raises are resolved. For example, national defense is a very clear case of a 
public benefit. Our protection from aggression by foreign powers is indivisible as things are, 
probably can only be indivisible and probably should be indivisible. But the skills of college-edu- 
cated people who contribute to defense are, for the most part, purchased by the government or 
by defense contractors at the going wage or salary rate, so that the public defense benefits arising 
specifically from education and not appropriated as economic benefits by the people in defense 
jobs are quite difficult to define. 

A Taxonomy of Desirable Results of Education 

In this paper a different approach will be adopted, involving four broad categories of desir- 
able results of education: 

1. There are results of education whose whole value lies in the preferences and satisfactions 
of the people who receive the education. Most obviously, these are increments to private 
money incomes and private enjoyments. The rest of us may be glad for the person who 
gains such benefits, but this does not make them public benefits if we are to have useful 
distinctions at all. They are clearly private benefits. 

2. There are also results of education that have the potential of conferring either public or pri- 
vate benefits or both depending on how this potential is being used. The benefits of general 
literacy are typical of this category. Because the stream of such benefits now seems to go in a 
private direction, now in a public direction, and now in a private direction again, these will 
be referred to as "inchoate" benefits, and their distribution as a "cascade" of benefits. 

3. There are returns of education that are exclusively public benefits. The benefits most usual- 
ly cited as public— for example, greater rationality in public discourse— mostly belong in 
the second category, since whether the benefits are public or private depends on circum- 
stances. But there is no reason not to concede that there are some items in this category. 

4. There are consequences of education and its distribution that we can say are desirable or 
not entirely without reference to the question, "Who benefits?" Values such as fairness, jus- 
tice and opportunities for the development of talent simply do not need this kind of justifi- 
cation to be worth spending money on. The usefulness of the analysis of public and private 
benefits is diminished rather than enhanced by trying to force an exhaustive distinction 
between public and private. To call justice a public benefit, for example, is only to invite 
confusion with the structure of very different issues, such as who should pay for the fluori- 
dation of the water supply. 
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Discussion of the first three categories clearly belongs here: In all three the reasons why- 
people spend money on higher education is to produce some future return. That is, the rele- 
vant motivations are investment incentives. The fourth category, however, is quite another 
matter. The purposes included under this fourth heading are not goals of investment-for- 
return, although they may coincide with investment purposes. For example, achieving inter- 
generational equity— one of the items in the fourth category— is very likely to produce pub- 
lic, private and inchoate benefits of many kinds. 

Returns to Education vs. Returns to Educational Credentials 

For some kinds of investigation in human capital theory it is important to distinguish returns 
to the skills acquired through higher education— that is, the actual increment in productivity— 
from returns to being awarded a degree or other credential. For many reasons, rewarding pro- 
ductive skills is more desirable than rewarding sheer credentials. But whether or not the earning 
capacity conferred by a credential really represents productive investment, the greater income of 
someone with an educational credential is clearly a private benefit. Indeed, in the case where the 
enhanced income was entirely due to a credential that signified no desirable skills or other quali- 
ties, the Zacharias case for unsubsidized investment would be strongest. 

Public Benefits and the Tax Base 

It has often been argued that the higher incomes of educated people produce more public 
revenue through income taxes and that education, for this reason, creates public benefits that jus- 
tify public expenditures. This way of thinking falls into a trap of double counting: To count the 
income taken in taxation as a public benefit and to count, for example, the national defense that 
the taxes buy as also a public benefit would be to count the same benefit twice. The mistake is like 
that of adding the earnings of a business and the dividends it pays out to measure its pro ft lability. 
Taxation does not create public benefits. It takes away private benefits to purchase public ones. 

"Inchoate" Benefits 

An illustration of benefits in this category are those arising from literacy, and this example 
shows how they tend to create a "cascade" of private and public benefits. Plainly, a person who 
can read is better off than one who cannot. He can take and perform a. job that an illiterate per- 
son cannot, and he can earn money in that job. He can also use reading skills as a consumer, get- 
ting more for his money when he spends it. So literacy confers private monetary benefits. It also 
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enables a person to read for pleasure, and thereby confers nonmonetary private benefits as well. 

But the presence of literate people in a society— especially if almost all people are literate— cre- 
ates advantages for others as well. People can count on the literacy of others in designing produc- 
tion processes and reaching markets with advertising. General literacy becomes a public benefit 
because it enables everyone to rely on the communicability of ideas in writing, whether or not the 
written word is actually used to communicate in particular circumstances. Sometimes this public 
benefit is appropriated for private purposes. If a potential employer places a want ad and someone 
seeks and obtains the job advertised, the public benefit of general literacy has resulted in private 
benefits for both employer and employee and these, of course, have monetary value. General liter- 
acy can also be appropriated to achieve further public benefits, of which a very important example 
is the kind of communication of fact and opinion that enables democratic institutions to function. 

Public Support for Educational "Cascade" Effects 

The clearest rationale for public financing of elementary and secondary education is precisely 
that it fosters skills such as literacy which produce inchoate benefits with cascading effects pub- 
lic and private benefits giving rise to further private and public benefits. 

The smaller share of the public in financing higher education suggests we believe the same kind 
of cascade operates, but that either (1) a larger fraction of the benefits are appropriated exclusively 
by the individual student without passing through such a cascade or (2) there are enough such 
purely private benefits to provide sufficient motivation for individuals to seek education that will 
also produce public benefits by the cascade effect. For example, the private financial rewards of 
education in accounting are sufficient to motivate enough students to become accountants that we 
can all rely on the availability of accountants. Their availability prevents the kind of chaos in the 
financial aspects of our relationships that the former Soviet Union is now experiencing. 

Education and Competitiveness 

Much of the recent public dialogue about the need of the United States to educate more peo- 
ple better, so that the nation will be more competitive internationally, can be translated into the 
terms of the preceding analysis It is not the contention of most advocates of educational reform 
that we lack outstanding individual scientists or engineers. Plainly, we have them. Rather, the con- 
tention is that wc need to have higher levels of skills in enough of the population so that innova- 
tors, managers and entrepreneurs can rely on their availability as new enterprises are created and 
as old ones are transformed to take advantage of changing technologies and markets. It is a cas- 
cading of benefits that is sought. 
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The Structure of Employer Incentives 

he role of employers in training the workforce is enormous. Their contractual 
relationships with institutions of higher education are numerous and complex. 
They make increasingly important philanthropic contributions to colleges and 
universities. 

The importance of these roles and relationships can easily mislead people into thinking that 
employers have become, themselves, providers of higher education, or at least that they have 
become permanent partners in carrying the financial burdens of higher education. But if we look 
only at their role as employers— not as contractors or philanthropists— a different picture emerges. 
As employers they ask whether investment, on their part in training and education, appropriately 
amortized, will increase their profits. If so, they will invest; if not, they will not invest. 

The calculation that a rational private employer makes can be put in the following format: 

Costs of education and training 
Less: Education and training costs not recoverable (amortizable) because the employee leaves the employer 

Equals: Recoverable (amortizable) education and training costs 

It makes sense for the employer to invest in an employee's education and training if (and only 
if) these recoverable costs are less than the value of production resulting from the training over the 
probable period of amortization. 

The decision to hire and train a worker can depend on considerations such as these: 

1. "How long can we expect the employee to stay?" 

2. "Does the worker already have the training to be productive? If so, we can save on training 
expense." 

3. "Is the worker young, although untrained? If so, we may save on fringe benefits enough to 
pay for training costs." 

4. " Is anyone else willing to pay a subsidy for training costs? If so, we can save here." 

5. "Are the potential employee's seriousness and skills credentialed or otherwise certified? If 
so, the probability that we will have made a good choice (with lower selection, training and 
supervision costs) is increased." 

6. "Will the worker accept (and does the law allow) a lower level of wages or salary to offset 
our training costs? If so, we may be able to hire the worker, even if other prospective 
employees already have a higher level of training." 
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Most of these factors are straightforward, at least in concept, although often very difficult to 
quantify, even as probabilities. But the concept of "non-recoverable training costs" deserves spe- 
cial attention because it greatly affects employer motivation to finance education and training in 
postsecondary institutions. 

Some of what an employee learns that makes him productive is useful only in the particular 
enterprise in which he gains experience, whereas other skills and training would be of value to 
other employers as well. If the employee changes jobs, the benefits of these skills are lost to the 
employer and may even be gained by a compedtor. Any training costs not already amortized are 
unrecoverable when the employee leaves. 

This difference affects empl- »yer incendves to finance training in several ways: 

1. Training of value exclusively in the particular enterprise will tend to be financed as long as 
increments in productivity over a probable amortization period exceed training costs. 

2. The employer will, however, tend to be willing to finance training in transferable skills only 
if employing the worker is profitable even when the cost of the training in those skills is 
regarded as only fractionally recoverable. In the limiting case, it will not be regarded as 
recoverable at all, any more than wages. 

3. As a result, an employer will tend to treat costs of training in transferable skills more as he 
would treat wages paid for skills the employee already has than as an investment. 

4. The economic burden of financing the acquisition of transferable skills will, therefore, 
tend to fall on employees. When labor is scarce, but still low-paid compared to its productiv- 
ity, profits may be so high that employers will train aggressively in transferable skills, disguis- 
ing this effect, but the tendency for the burden to fall in one way or another on employees 
will sooner or later assert itself. 

5. If productive skills are not only transferable but can be acquired at independent training 
and certifying institutions (colleges, universities or proprietary schools), employers will 
tend to prefer such training to in-house training because it will enable them to avoid the 
costs of running a training program and the risks of non-recoverability. 

The logic here explains a good deal that everyone is familiar with. Employers do not ordinarily 
expect to have to provide, or pay for, training in >ord processing, because the skills are transfer- 
able and can be acquired and certified in pre-employment settings. On the other hand, a corpora- 
don may be prepared to spend a good deal on training junior managers in the peculiarities of its 
particular corporate culture because almost the entire value of such training benefits that corpora- 
tion and no one else; nor can it be acquired at an independent education or training institution. 
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The same logic, however, sets limits to the kind of role we can expect employers to take in 
financing education and training in schools, colleges and universities. There will be boom times 
when they will be glad to pay for non-recoverable training costs at such institutions, but only in 
boom times. Government mandates and subsidies can compel or induce employers to finance 
such education and training at other times, but in these cases it will often be the taxpayer or the 
consumer who really bears the economic cost of the financing. 

The very fact that it is possible to acquire a particular skill at a college or university, rather 
than on the job, is the strongest indication that the skill in question is transfer?ble. If it is transfer- 
able, then employer financing is less likely to be recoverable. It is, therefore, not a skill an employ- 
er would want to finance if only the productivity of that skill were at issue. Formal postsecondary 
education is the kind of training employers are least likely to want to pay for. 

Those who would like to increase the role of employers in financing education in postsec- 
ondary institutions will regard the preceding analysis as far too bleak. For a number of reasons 
this may be so: 

1. To the extent that an employer creates long-term loyalty to the enterprise, the probability 
that training costs will be fully recoverable are increased, and willingness to invest in train- 
ing will be increased also. 

2. Where employers create formal or informal consortia for the support of training, the 
chances that together they will be able to recover investments in training are increased, 
and their willingness to invest will be increased also. 

3. Where increments in knowledge (and training in the use of that knowledge) result in very 
high rates of profitability, non-recoverable training costs may be willingly absorbed— as in 
the most successful high-tech industries. 

However, if the analysis is basically correct, then a good deal of what employers do in financing 
formal education has to be explained otherwise than by the productivity of what the employee 
learns. One explanation is morale: An employee whose tuition for an English literature course is 
paid by the employer may have higher morale, and therefore be more productive, even if the skills 
acquired do not enhance his productivity at all. The same considerations of morale explain alum- 
ni-gift matching programs and scholarships for the children of employees. Such programs make 
workers feel better about their situations, and the result can be higher productivity. Still more indi- 
rectly, scholarships for unaffiliated graduates of the local high school can improve community rela- 
tions and thereby reduce costs or enhance productivity in subtle ways. Private business probably 
also pays taxes more willingly (although still reluctantly) knowing that public educational expendi- 
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tures will foster a more skilled labor force, with "cascade" effects of the kind described earlier. 

What is left of the role of employers in financing formal higher education when what they 
actually do is explained in the above ways? The main role of employers is to provide the capital, 
ideas and management that create jobs in which educated people can earn a good return on 
investments in education that belong to them, not to their employers. These investments may be 
made by themselves, their parents, the public or philanthropy. Employers are very concerned 
about the quality of education, for obvious reasons, and by creating good jobs they provide others 
with incentives to make investments in education. They also are willing, at times, to invest their 
own money impressively. But none of this should conceal the fact that they will tend to refuse 
financial burdens for training costs that are not, with a high degree of probability, recoverable by 
them individually and exclusively. Existing government training policies can be read as accepting 
this reality, since they normally operate by means of mandates or incentives, not by addressing the 
uninfluenced self-interest of employers. 

Intergenerational Equity 

he fullest accounting of investment returns and consumption benefits, of public and 
private benefits, of productive skills and status-conferring credentials, cannot explain 
why certain students are selected for support from public and philanthropic 
resources, or for more such support than other students receive. Nor can investment 
returns fully explain even the financial contribution of parents, A relatively small number of stu- 
dents are selected for support either because of extraordinary talent or because they commit 
themselves to particular careers after completing their educational programs (as a kind of 
advance payment of compensation for service in these careers). But most students are selected 
for support on quite different grounds. Among these are considerations of intergenerational 
equity, and these considerations belong in the fourth category suggested in Section Two of this 
paper. That is, there would be reasons for spending money to achieve intergenerational equip 
even if little or nothing were gained in aggregate net returns to investment. We as a society care 
about who benefits as well as about the total of all benefits. 

Transfers From Parents to Offspring 

To appreciate fu! v how important such considerations are in explaining the way the bur- 
dens of financing postsecondary education are in fact shared, imagine a society in which such 
motivations were inoperative. In such a society, parents would not make a significant contribu- 
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tion. Of course, there are many ways of interpreting the intentions behind parental support. 
Undoubtedly, family pride plays a role: Parents generally feel better about themselves and 
have a greater sense of their own achievements if they see their children through college. 
Many parents — perhaps most — would feel ashamed if they did not do the best they could in 
providing financial support for education. Many parents also identity with the prospects and 
achievements of their children and would share their children's feelings of being thwarted if 
college opportunities were denied them. But underlying the feelings that can be described in 
these various ways there is surely some sense that offspring should be given at least as good a 
chance as parents themselves have had, if not better. If there were no such motivation, it is 
hard to see why parents — even affluent ones — would make an effort to finance education for 
their offspring. 

Intergenerational Equity as Public Policy 

Much philanthropic and governmental support for higher education makes the most sense as 
a case of elevating such intergenerational concerns to the level of public policy. Certainly, such 
support can also be partially explained in terms of more optimal investment in human capital. 
But if this were the sole reason for such philanthropic and governmental support, it would surely 
be much more taigeied on the individual students of greatest talent. It is hard to see how such 
grounds for support would explain either the maintenance of open admissions, low-tuition insti- 
tutions by the states, or the federal programs of need-based student aid available on an entitle- 
ment or near-entitlement basis without regard to qualifications. Such programs must be premised 
on the idea that the opportunities more affluent parents make available to their offspring as a 
matter of intergenerational fairness should be made available also to students whose parents can- 
not afford to make such a private intergenerational transfer. There is a widespread belief, given 
firm political expression, that it would be intolerable for young people to miss out on educational 
opportunities for lack of support from the previous generation. 

Policy Change and Intergenerational Equity 

Purposes of intergenerational equity explain an important part of our system of postsec- 
ondary finance as well as the anguish that accompanies changes in the system. It is surely a part of 
the reason for subsidizing student loans that many people have great reservations about shifting 
burdens to the student generation and wish to moderate that shift. Considerations of intergenera- 
tional equity are also among the reasons why it is so difficult for policymakers to find appropriate 
definitions and treatments for independent and other categories of "non-traditional" students, 
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for these are students to whom the ordinary measures of the ability of parents to provide inter- 
generational support are alleged not to apply. 

Appropriate Levels of Intergenerational Transfer 

The importance of intergenerational transfers and intergenerational equity in accounting for 
the sharing of cost burdens in American higher education makes analysis of the overall pattern of 
sharing much more difficult. Rates of private monetary return to investment in human capital 
can be calculated. The empirical data for such calculations has never been fully adequate, and 
:he calculations are usually out-of-date by the time they are made. Still, we know how to calculate 
such rates and we know of other rates to which they can be compared. 

Not so with intergenerational transfers. How much should parents of given means be expect- 
ed to sacrifice to be fair to the educational prospects of their offspring? We have no fully rational 
way of calculating such amounts. "Need analysis" is inevitably full of judgment calls, no matter 
how simple or complex the "methodology" or how uniform or ad hoc the system. And the same 
difficulties arise in assessing how much in college costs philanthropy and government should pay 
to make up for inadequate family contributions. Nor do we know how to deal in any clear and 
prescriptive way with questions that arise when the intergenerational aspect of sharing college 
costs interacts with other features of the postsecondary finance system. What, for example, should 
we make of the common phenomenon of affluent parents spending a modest amount of money 
to send their children to flagship state universities? They thereby capture for their offspring large 
i - tergenerational transfers made by government at 'he cost of a much smaller intergenerational 
transfer of their own than they would be expected to make if their children attended an academi- 
cally comparable private university. 

Part II 

Patterns of Burden Sharing 

An Historical Summary 

It is emphasized throughout this paper that the various parties to financing higher educa- 
tion perform their roles for what seem to them good and sufficient reasons. The variety of 
their evolving motivations must be understood whether we simply want to make sense of 
existing arrangements or whether we would like to see their financial contributions 
changed, cither in kind or amount. 
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Before the Morrill Act 

The history of higher education finance in the United States indicates the importance of this 
perspective. Before the Morrill Act of 1862 there were two main reasons for supporting colleges 
and universities: to train ministers for the various churches, and to provide the background of a 
classical education for the elite of a new country which it believed it needed to regard itself as civ- 
ilized. Both motives were present in the founding of colleges on the eastern seaboard and also in 
areas closer to the receding frontier. 

Even in the early 19th century, there were calls for a more "practical" curriculum, and by 
the middle of the century there were also calls for universities to become centers for 
research. But the basic structure of American higher education was the result of the earlier 
purposes: ease of entry for new institutions; pluralism of purposes, often religious; gover- 
nance by boards independent both of government and faculty, and reliance on tuition and 
gifts for financial support. Calls for a national university— by George Washington, among oth- 
ers went unheeded, and education is nowhere mentioned in the Constitution as either a 

purpose or a power of government. 

The Morrill Act and Education for Economic Development 

The Morrill Act thus represented a major new purpose and major new sources of support. By 
this time the usefulness of "practical" education had been validated in Europe and the United 
States. The nation, faced with the vast undeveloped resources of the country, saw it as a good bar- 
gain to exchange some of those resources for skills to develop the rest. Public lands and some fed- 
eral funding were to be used as an incentive for the states to provide sustaining support for the 
new land-grant institutions. What was anticipated was a "cascade" of benefits, public and private, 
as discussed earlier. It proved a very good bargain indeed. The most conspicuous result was Amer- 
ican leadership in agricultural productivity. 

Independently, but with the same "cascade" rationale, the states undertook to establish and 
maintain additional institutions of higher education. Of these many were "normal colleges" to 
train teachers who, in turn, would provide society with a general level of basic skills needed to 
pursue economic growth and civic participation. Through the 19th century, the states increasing- 
ly pursued a zero-tuition strategy for elementary and secondary education. It was, therefore, nat- 
ural for them also to attempt at least a lozv tuition policy for public higher education. Low, or free, 
tuition was seen as the appropriate way to bring about a "cascade" of public and private benefits. 
The states followed the same strategy when they turned to goals of equalizing opportunity and 
intergenerational equity. There was, until the 1960s, little appreciation on the part of the states 
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that any mechanisms other than low tuition (for example, support for student subsistence) would 
be necessary to achieve the additional objectives. 

The Federal Strategies 

The Second World War led the federal government to adopt quite different strategies. Sci- 
ence had proved crucial during the war and federal support for research was a role thereafter 
taken for granted. Since the federal government wanted to fund the most promising scientists 
wherever they were located, it adopted a competitive grant system that channeled funds through 
the scientist's institution, whether public or private. It thus parted company with the states whose 
funds were almost always earmarked for their public institutions. 

The GI Bill marked another departure from previous federal policy and that of the states. It 
initiated a federal role in achieving goals of intergenerational equity, with funding following the 
student, although this was initially solely for the one very special generation that had fought the 
Second World War. It was a powerful argument that service men should have a chance to go to 
college without regard to background, because, after all, they had been chosen to go to war with- 
out regard to background. Their generation had protected generations before and after them at 
great cost and risk. These other generations owed them something in return, and not just to 
those whose parents were willing and able to make a private intergenerational transfer. 

There were other motivations for the GI Bill-fear of renewed depression levels of unemploy- 
ment and fear of the veterans as a potentially obstreperous political force— but the program con- 
tinued to receive general support even after these fears had proved groundless. It had such sup- 
port because it represented an especially clear case of intergenerational equity. 

Trends Since 1950 

Wide popular support for the GI Bill and its success in extending opportunities for higher edu- 
cation had the effect of opening up issues of higher education finance as never before. In the years 
since, new policy interventions have been proposed and some important ones h;'ve been imple- 
mented. It helps to see these interventions against the backgrounds of actual trends in higher edu- 
cation finance, and to see those trends portrayed graphically. The following chapter discusses the 
difficulties (and they are formidable) of bringing up to date the series of higher education accounts 
developed by Gartter and O'Neill. The task has nonetheless been attempted. The resulting accounts 
and trend charts are presented in an appendix to this paper, along with lists of both substantive and 
technical caveats aboui the- estimates. Subject to those caveats, Figure GI (see Appendix) summa- 
rizes major trends in the distribution of the burdens of higher education finance since 1950. 
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Figure CM charts the most important of the "bottom lines" in the Cartter-O'Neill analysis, that 
for total monetary outlays for higher education. 

The sharp decline in taxpayer financing of higher education from 1950 to 1959 marks the 
decline of the post-World War II GI Bill and indicates its consequences for the relative financial bur- 
dens of families and the public. By the mid-1950s, most veterans of the Second World War who 
would ever use their GI Bill benefits to attend college had already done so, and this previously major 
financial resource was in rapid decline. In these years there were two parties to financing postsec- 
ondary education whose contributions dwarfed all the rest. These two parties were parents and state 
governments, the latter through the subvention of public institutions. Local government supported 
an increasing number of public community colleges, but their size and numbers were relatively 
small until the major expansion of the 1960s and 1970s. 

Philanthropv was of immense importance to some private institutions that held the lion's 
share of endowment funds, but their students were a small fraction of all students in postsec- 
ondarv education. Philanthropy in the form of current budget support was also important to 
those religiously-oriented institutions with very close ties to their sponsoring denominations, but 
their students were also relatively few in number. Student aid was almost exclusively funded by 
philanthropy through institutions, and its availability tended to be proportional to an institution's 
overall access to philanthropy. 

The Anecdotal Evidence 

It is difficult today to recall how much the ability to go to college in the 1950s depended on the 
luck, ingenuity and sacrifice of individual families. These are dimensions that are, of course, impos- 
sible to chart statistically. However, specific situations and anecdotes make the situation clearer. 

In urban areas with accessible public institutions, meeting subsistence costs through living at 
home while commuting to college was a manageable undertaking for some lower middle-class 
and working-class students and their families. This manageability was to be an important and 
valid argument for the strategy- of expanding community college opportunities. Still, even where 
commuting was a viable option, real incomes were much lower than today, and providing even 
room, board and supplies to a family member over age 18 commonly entailed real sacrifice. Medi- 
an family income in 1949 was about half what it was by 1989 ($16,187 in constant 1989 dollars, 
compared with $32,191). 

Where commuting to a local public institution was not an available option, or an unacceptable 
one, sacrifices were often much more serious. One fairly common pattern in highly-cohesive families 
was for one sibling to go to college while other offspring went straight from high school to work. If all 
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went well, when the first child graduated from college, another child would have a turn. If there were 
both male and female children, the first to go to college under this arrangement was probably a son. 

In other families, aunts, uncles and grandparents were recruited to help carry the financial 
burden. Many families took it for granted that there could be no saving for retirement until the 
last child completed education. In families with parents in low-paid professions, such as teaching 
and the ministry, it was not that uncommon for a third of the family's current income to go for 
college expenses. Some farmers and small business owners mortgaged these enterprises anew 
each time a child entered college. 

The great contrast between these situations of the early 1950s and the present situation of 
most families helps to make several points. First, where families are expected to bear almost all of 
the financial burden, it can be so heavy that only the most affluent or the most dedicated are like- 
ly to attempt it. Second, it was a major step in relieving such burdens and encouraging college 
attendance when the states directed more of their resources to supporting commuter institutions, 
including community colleges. Third, the steps taken by all kinds of institutions to accommodate 
students who were trying to "work their way through" by term-time employment as well as sum- 
mer jobs were also of major importance in sharing burdens and making college costs manage- 
able. Expanding commuter access and increasing earnings options were well underway before 
publicly-financed student aid began its rapid growth, and they remain of enormous importance. 

The Beginnings of Need Analysis 

It was against this background of heavy family sacrifice that the early student aid means tests 
were devised: Families were expected to make very considerable sacrifices before they were 
allowed to demonstrate "financial need." 

The development of a uniform need analysis system by the College Board in 1954 and 1955 
had a number of very important consequences. With the ebbing of the GI Bill the colleges espe- 
cially the private colleges— found themselves with student bodies almost entirely dependent 
financially on their parents. The philanthropic funds available needed to be stretched to the 
utmost. But there was a temptation to use those funds to bid for the students who were regarded 
as the most desirable. The College Board's uniform means test enabled the colleges both to 
sketch the funds and to end the "bidding wars." 

In a recent lawsuit, the U.S. Justice Department has contended that such a means test, pro- 
ducing the same expected family financial contribution whatever college the student attends, 
amounts to pri^e fixing. The idea is that the family contribution represents the true price of 
going to college and that standardizing that contribution is a form of collusion. 
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Because so few students received large amounts of aid in the mid-1950s, the premise of the 
Justice Department suit would have seemed bizarre in those days. A standardized means test was 
considered wholly benign, promoting fairness and giving aid-eligible students a chance to choose 
their colleges without worrying about relative cost. 

It was benign in another sense as well: When state legislatures initiated or expanded scholar- 
ship programs in the late 1950s, they did not have to struggle with the very thorny issues involved 
in deciding which students had financial need or how much. They could adopt an already exist- 
ing system with their own modifications. They could thus be sure of a reasonably fair way of dis- 
tributing aid among needy students, supported by a consensus of the best-informed academic 
administrators. They could concentrate on other issues of eligibility and funding. 

The National Defense Education Act 

This convenient availability of an accepted, standardized means test was also valuable in the 
enactment and administration of the student loan provisions of the National Defense Education 
Act of 1959 (NDEA). The explicit rationale of the program was to enable a larger proportion of 
talented youth to go on to college and thereby strengthen the competitive position of the United 
States vis-a-vis the Soviet Union, which the success of Sputnik had caused people to see as more of 
a technological challenge than they had before. 

Placed in the context of motivating rationale, the idea behind the higher education provi- 
sions of the NDEA was that the federal government should take on a slightly larger part of the 
burden of financing higher education as part of its traditional burden of national defense. Yet the 
fact that the program focused attention on family ability to pay prepared the way for programs 
having a clear rationale of intergenerational equity. The program highlighted the fact that a good 
many highly talented young people were not going to college because of the inability of their par- 
ents to make an adequate intergenerational transfer of resources. The means-testing of the pro- 
gram underlined precisely this issue. 

It is often said that the GI Bill and the NDEA marked the beginning of a commitment to an 
equal opportunity goal on the part of the federal government. In one sense, this view is contrary 
to the historical facts. Both programs were motivated by genuine concerns for issues having little 
to do with intergenerational equity in general. Yet, in away, the GI Bill and the NDEA were impor- 
tant precursors of such a commitment. If the country looked to all its young people to make sacri- 
fices in wartime, and if it looked to the talents of all its young people to sustain its security and 
competitiveness in the future, then leaving the affordability of college to the strictly private efforts 
of parents and children seemed out of date. 
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The War on Poverty 

However, it was the War on Poverty of the 1960s that made intergenerational equity an 
explicit rationale for government intervention to provide financing for higher education 
where parents could not. The goal was to "break the cycle of poverty" so that subsequent gen- 
erations would not be held back by the inadequate resources of their parents and end up poor 
themselves. The Higher Education Act of 1965 took important steps by adding a nationwide 
College Work-Study program and Educational Opportunity Grants to NDEA loans. All three 
programs were to be means of equalizing opportunities. But the intergenerational rationale of 
government intervention was most clear in the change in Social Security that apportioned 
(and in some cases augmented) a family's benefits to provide a share for younger members in 
school or college. Since the purpose of Social Security family benefits was explicitly to provide 
funds to take the place of the support a deceased, disabled or retired parent could no longer 
provide, this step constituted clear recognition of the role of public programs in equalizing 
intergenerational transfers. 



A Decade of Growth 

The 1972 Amendments to the Higher Education Act took these premises to their logical con- 
clusion. The politics of the time resulted in extremely complex legislation that authorized a large 
number of programs. But embedded in the legislation was the Basic Educational Opportunity 
Grant program, now called the Pell Grant program. Its mechanism addressed issues of intergen- 
erational equity directly: The resources of every student were to be leveled up to a stated amount. 
This was termed the grant "ceiling," because, no matter how poor the student's family, this was 
the most he could get under the program. But this "ceiling" also specified an amount below 
which an intergenerational transfer should not be allowed to fall. To the extent that parents 
could not come up with this amount, the federal government would. Putting the matter this way, 
of course, makes Pell Grants sound like an entitlement program. For technical and ultimately 
budgetary reasons, ii was not; however, the idea and the mechanism were there. 

The Role of the States in the 1970s 

In the years just before and just after the enactment of the 1972 amendments, the states were 
also especially active in expanding government support for higher education. This was a period 
of very rapid growth in the number or size (or both) of state-supported public institutions. New 
community colleges were opening at a rate of one a week. There were few increases in fees to off- 
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set these new commitments, and in many cases fees declined after taking inflation into account. 
There can be no question that an equal opportunity, intergenerational equity rationale explains 
most of this expansion, although the contribution of higher education to economic growth and 
increasing a state's revenue base were also frequently cited. 

The states also expanded their student aid programs in major ways during this period. The 
intergenerational equity arguments were behind much of this expansion as well, but another rea- 
son was to improve the competitiveness of private institutions. The state programs could not ordi- 
narily have this second desired effect unless their benefits extended well up into middle-income 
brackets where the intergenerational equity rationale was weaker, although still not without force. 

Federal policy also took the private college tuition problem into account. The 1972 legisla- 
tion retained the so-called "campus-based" federal programs — College Work-Study, Supplemen- 
tal Educational Opportunity Grants and NDEA loans (now called Perkins Loans). These pro- 
grams tended to favor private colleges because both low-income and high tuitions created 
"financial need" under their means tests. This was in contrast to the Pell Grant program which, 
for almost all practical purposes, recognized only low income and a corresponding lack of fami- 
ly resources available for intergenerational transfers. 

Student Loans 

If there was some ambiguity of purpose behind the state student aid programs and the federal 
campus-based programs, they do not compare with the ambiguities that have accompanied the 
development of the federal-state Guaranteed Student Loan (GSL) program. Even if we look only 
at the intentions of the federal government (and leave aside default costs and a sad administrative 
history), motives have constantly been mixed and changing. 

When originally enacted in 1965, the GSL program was designed to provide a benefit to mid- 
dle-income families and thereby reduce pressures for a tax deduction or credit for college 
expenses paid by parents, although their offspring were to be liable on the loans. In effect, the 
program offered parents who felt themselves overburdened a chance to shift some of that burden 
to their offspring. The shifted burden would then be made easier for the offspring to bear by 
charging them only the low interest rate on loans guaranteed by the U.S. Treasury. 

This was a complicated strategy for dealing with college costs. It acquired additional levels of 
complexity as additional policy requirements were laid on the program: 

1 . To assure parents that borrowing could take the place of the parental contributions that 
might be assessed by the common means tests, eligibility for the program was itself not 
effectively subjected to a means test until the 1980s. 

3-; 
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2. Because of the growing commitment to equality of opportunity and intergenerational equi- 
ty, it soon became intolerable for only middle-income families with established banking 
relationships to have access to credit under the program. To make loans available to low- 
income students, subsidies were added that would assure that a lender could not lose 
money. 

3. These subsidies became so generous that even middle-income families who would not have 
wanted or needed a market-rate loan nevertheless took advantage of the program if they 
possibly could. Their eligibility depended on confusing determinations that were applied in 
lieu of the standard means tests, a situation so unsatisfactory that even these criteria were 
abolished by the Middle-Income Student Assistance Act of 1978. 

4. As enrollment growth waned in the late 1970s, private colleges came to depend heavily on 
the program to offset the competitive disadvantage in recruitment that they faced vis-a-vis 
low-tuition public institutions. 

Student Loans and Burden Sharing 

This series of developments makes it difficult to summarize the burden-sharing implications 
of what is now the largest public student aid program in the country. Because students take out 
most GSL loans, the growth of the program looks like a shift of financial burdens to students. If 
we compare 1950 and 1990, there has indeed been a shift in aggregate burden. However, it is con- 
siderably smaller in many individual cases than might be supposed, for several reasons. 

1. Many of the students who now use the GSL program would have had no resources for col- 
lege in 1950 and would not have gone on to postsecondary education at all. We cannot 
speak of a "shifting" of burdens in the case of these students, even though their participa- 
tion in the GSL program is one cause for an increase in the share of the aggregate financial 
burden borne by students. 

2. Borrowers have received a real economic benefit in the form of the federal guarantee of 
their loans and they have received valuable interest subsidies whereby the public has, in 
fact, carried much of the burden. The inflation-adjusted present value of student borrower 
liabilities net of interest subsidies has, for considerable periods, been less than half their 
apparent obligations. 

3. It has been deplorably easy much of the time for students simply to reject their repayment 
burdens— that is, to default on their loans. The cost of defaults has shifted a good deal of 
the burden back to the public. 
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Assessing the Overall Shift of Burdens 

The rapid growth of the role of student loans in the late 1970s and in the 1980s is one rea- 
son, although not the only one, why the changing role of student aid in allocating burdens is 
hard to state with clarity. One way to get a general picture of the course we have followed is to 
compare the overall role of student aid in the mid-1970s with its present role. 

The mid-1970s now looks like a golden age for the finance of higher education. Both fed- 
eral and state aid programs had grown rapidly at the same time that states were opening 
large numbers of low-tuition institutions. Tuition charges at neither public or private institu- 
tions were keeping un with inflation, but subsidies for student loans were keeping up. There 
were more and more jobs open to students and real wages had been rising. Important kinds 
of aid were becoming de facto entitlements — Pell Grants, GSLs and Social Security benefits. 
Major means tests had become less strict, permitting more middle-income students to 
become eligible, or eligible for larger amounts of aid. The private institutions had successful- 
ly staked out a privileged claim to funding under the campus-based programs and were able 
to use aid from this source with GSLs to cover a good part of the tuition differential that 
made competition with public institutions difficult. 

The picture, then, is of public support, including a publicly-supported aid system, 
replete with options and flexibility for individual students, families and institutions. Families 
that had saved little or nothing for college could nonetheless find ways to manage college 
attendance, not necessarily at their first-choice college, but at some college. Students found 
more room in their budgets, either through borrowing, working, or both, for a higher stan- 
dard of living than their predecessors in, say, 1950 could have managed. 

A correspondingly general picture of the 1990s is much less clear. Tuition and fees at 
public and private institutions arc rising, at private institutions somewhat less rapidly than 
in the 1980s, at the public institutions somewhat more rapidly. Public grants to students 
failed to keep up with inflation in the late 1970s and 1980s, although there now seems to 
be considerable political interest in some catching up \t the same time, GSLs now have a 
much more prominent place, and the decline in inflation and inflation-driven interest 
subsidies mean that the real burden of loan repayments will be much greater than for the 
borrowers of the 1970s. Private colleges now fund a much greater fraction of their aid 
budgets out of tuition revenues than ever before, with the result that a private college stu- 
dent whose own parents get relief through the award of aid tends increasingly to get that 
relief at the expense of other students' parents. 

Thus, federal and state governments have backed off from the level of commitment that 
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made the mid-1970s a "Golden Age." They have done this, however, mainly by not making 
adjustments to compensate for inflation or for growth in the number of students attending com- 
munity colleges and proprietary schools participating in the aid programs, especially the federal 
programs. Federal and state governments have generally not renounced or even retreated from 
the equal opportunity and intergenerational equity premises of their programs. They have not 
been pressed to reconsider those premises because the failures to make adequate adjustments 
for inflation and program participation have automatically redistributed burdens in the direc- 
tion of parents and students without major changes in legislated program mechanisms. 

The Years Since 1950 

As Figure C-l indicates, over the last 40 years the most conspicuous trend has been the rising 
share of the financial burden borne by the public. It is through growing public spending that the 
proportion of total degree credit enrollments in public institutions has been able to grow from 
about 50 percent in 1950 to about 80 percent now. In the last 20 years, this spending through 
institutional support has been joined by a major stream of public spending for student aid. In 
many ways the growth of student aid has been a distinct development, but both growing subsidies 
to public institutions and student aid are parts of the same trend toward a greater public share of 
costs. Togethei they have made possible increased participation by students whose parents could 
afford far less than the true costs of their education. The parental share of higher education costs 
has therefore fallen dramatically, even though the share of upper middle-class parents whose off- 
spring attend private institutions has often increased. 

The second major trend is a shift of burdens from parents and/or the public to students 
themselves. This is a more recent trend, and it can probably be dated from the late 1970s, Two 
factors have been at work. First, there has been increasing reliance on student loans, and these 
loans have been less and less heavily subsidized on an inflation-adjusted basis. Second, students 
are earning more of the funds they need. This is a significant factor in the finances of full-time 
traditional students, but it is even more a reflection of rapid growth in the proportion of enroll- 
ments that are non-traditional students. These latter students may or may not receive the benefits 
of state subsidies to public institutions, depending on the type of institutions they choose. But 
they receive relatively little support from either parents or the public student aid system. They 
make up the difference mostly from their own earnings. 

It is not clear whether this more recent shift of the aggregate burden in the direction of student 
financing has relieved the public of some of the absolute burden it assumed in the 1970s. Probably 
not, or not much. But we can say that if all of this self support had to be replaced with institutional 
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support or grant aid from public sources, then the public share would have to have continued to 
grow rapidly in the 1980s instead of more or less stabilizing at a lower fraction of costs. 

A Judgment About Trends 

It is perfectly possible to look at where these trends have brought us and to decide that the 
present sharing of burdens is acceptable. After all, each of the parties is, in the aggregate, making 
a serious contribution— serious enough to motivate thoughtful and responsible choices about 
how money is spent. Most parents who have the means to do so pay something important, even 
though it may be less than earlier generations of highly-dedicated parents paid. Few students get 
a free ride, either. And certainly governments, at both state and federal levels, have their hands 
full in juggling higher education along with other priorities. 

Yet there is also room for unease about where these trends have taken us. The most powerful 
rationale for greater public support since at least the 1960s has been the argument for greater 
intergenerational equity. It is this argument that urged state and federal governments to take the 
role of making intergenerational transfers on behalf of students whose lower-income parents 
could not take that role. Growing public support has been for the explicit purpose of leveling-up 
expectations of intergenerational support. 

But if the longer-term trend toward larger public outlays makes sense in intergenerational 
terms, how can the more recent trend toward a larger student share of the total burden also 
make sense? Traditional students whose "self-help" share of costs has risen markedly, and non-tra- 
ditional students who effectively "go it alone" unless they attend heavily-subsidized public institu- 
tions, suggest a movement in the direction of every generation for itself. What, then, has become 
of intergenerational equity? There is obviously room for debate about whether we are dealing 
with an important inconsistency in public policy, or whether the serious degree of pluralism in 
higher education finance that has in fact been achieved is its own sufficient justification. 



Estimates, Costs and Burdens 

The work of Cartter and O'Neill that lay behind the Carnegie Who Pays? W!w Benefits? 
volume deserves great praise. It was an ambitious undertaking, carried out with con- 
sistency for a period of several decades in the history of higher education finance— a 
period in which expenditures for higher education were growing dramatically and 
the goals and character of higher education were also changing. Still more important, the struc- 
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ture of the analysis was conceptually sound, so that comparisons are meaningful over time, illumi- 
nating what was really happening. 

The most important feature of the Cartter-O'Neill analysis and the tables it generated was that 
they provided not just one "bottom-line" figure, but several distinct summary figures for purposes 
of policy discussion, with "cross-walks" for getting from one of these figures to another by simple 
arithmetic. They provided totals for institutional funds, educational funds, monetary outlays and 
economic costs of higher education. Further, e?.ch of these summary figures can, in principle, be 
disaggregated by institutional sector and by the various parties that contribute resources to higher 
education. This structure is not only illuminating in the comparisons it permits; it also makes 
much easier the kind of critique that will be presented here. 

The Structure of the Cartter-O'Neill Analysis 

Partial updates of the Cartter-O'Neill tables are presented in an appendix to this paper, but 
for present purposes we can concentrate on a schematic version of these tables. Cartter and 
O'Neill offer us the following basic calculations: 

Total institutional funds (all revenues of institutions expended in a given year) 
Less: 75 percent of estimated research spending 

Less: Institutional expenditures for non-educational purposes (all spending for contract 
services, community services, auxiliary enterprises, student aid and most co- and 
extra-curricular activities) 
Equals: Total educational funds of institutions 
Plus: Student subsistence costs 
Less: Student aid expenditures from all sources 
Equals: Total monetary outlays on education 

Plus: Foregone student earnings net of student subsistence 
Equals: Total economic costs of higher education. 
Is this scheme still useful for the years since the Cartter-O'Neill study? Can the series really be 
updated for these years to permit valid long-term comparisons of costs and the sharing of cost bur- 
dens? Can and should the series be carried forward into the 1990s? If the logic of the Cartter-O'Neill 
analysis were a'one the issue, the answer to all of these questions would be an obvious "yes," because 
all we demand of the logic of such as scheme is internal consistency, and such consistency is manifest. 

The reason why these are not merely rhetorical questions is that the methodologies Cartter 
and O'Neill used to arrive at constituent numbers need to be examined. There are a number of 
areas where Cartter and O'Neill knew perfectly well they had no real empirical source of time 
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series data, and they used proxies instead. Changing circumstances have made a number of the 
proxies chosen by Cartter and O'Neill less convincing. 

One way to reach a judgment about these problems is to ask whether the difficulties discussed 
below seem serious or mere quibbles. If all, or most, of them seem to be mere quibbles, then the 
project of continuing the Cartter-O'Neill series and using it for comparative purposes makes 
sense. But if the problems seem serious, or if some of them do, then we would have to abandon 
the Cartter-O'Neill series, however regretfullv. We might still work with a greatly curtailed version 
of the model, but the usefulness of the numbers generated would be severely limited, the burden- 
sharing numbers especially. 

The Problem of foregone Earnings 

The first of the problems that must be examined is the last adjustment that adds foregone stu- 
dent earnings to total monetary outlays to arrive at the total economic costs of higher education. 
This is an extremely important adjustment: Cartter and O'Neill found that the burden of higher 
education costs on families (parents and students together) had remained highly stable (except 
for the GI Bill years) at around two-thirds of costs, from 1930 to 1970. But this finding was wholly 
dependent on a growth in foregone student income, increasing both the total costs of higher 
education and the family share. If the cost of foregone income had been ignored, and only mone- 
tary outlays by parents and students were counted, the family share of higher education costs 
would have dropped from about two-thirds to about one-third amid the growth of public expendi- 
tures for higher education over that period. 

Cartter and O'Neill made several assumptions in estimating foregone earnings. They found 
that the average hourly wage of 18- to 24-year-olds was 93 percent of average hourly earnings in 
manufacturing. They then applied this 93 percent factor to hourly earnings in manufacturing, a 
readily available figure, for each year they generated a table. They assumed that students lost 40 
weeks a year of earnings at this 93 percent rate if they were enrolled in college, but that they 
recouped 12 percent of the loss by part-time work during the academic year. The loss was further 
reduced by assuming that students, if they had not been in college, would have experienced twice 
the applicable rate of unemployment in the labor force. That is, the cost of foregone earnings was 
reduced to reflect the fact that some students could not have obtained jobs even if they had not 
been enrolled in college. 

It is worth reviewing the Cartter-O'Neill assumptions in this much detail to show how responsibly 
they used available data to construct a long time series for costs of foregone income. But these details 
also give us a picture of the youth labor market in the late 1960s that contrasts with present realities: 
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1. The service sector of the economy has grown to dwarf the iianufacturing sector, and con- 
sequently it is earnings in the service sector that are most probably "foregone" when stu- 
dents are in college. Full-time equivalent employment in the service industries grew from 
54,7 percent of all employment in 1947 to 67,4 percent in 1988. 

2. While some full-time students are still available for full-time employment only during sum- 
mer vacations, most would now consider that they have much more time to work dtiring 
the academic year than the five hours per week assumed by Cartter and O'Neill. 

3. A growing number of non-traditional students, both part-time and even full-time, tend to 
have large and often full-time job commitments, juggling study and work time as best 
they can, 

4. Becatise college students are not nearly as concentrated in the 18- to 24-year-old bracket as 
they were in the 1960s, using earnings and unemployment data for this age group to make 
estimates would not seem to be the acceptable simplification it certainly was when Cartter 
and O'Neill did their work. 

In summary, to deal with the issue of foregone earnings — important as it may be for burden 
sharing discussions— we have to deal with an unhappy choice: either follow the Cartter-O'Ncill 
methodology, knowing full well that it is increasingly off the mark, or else develop quite new esti- 
mates complicated by the variety of ages and labor force roles of students today. The conservative 
estimates presented in the appendix tables show what happens if amounts for foregone earnings 
are based on the lowest earnings in the service sector — that is, on the federal minimum wage. 

Whatever course is taken, one result would probably stand out: The real inflation-adjusted 
earnings of noncollege-educated entrants into the labor market, whether in manufacturing or 
other sectors, have declined importantly in relation to college costs. This has been documented 
in a number of reports sponsored by the Grant Foundation, The average annual earnings of 20- 
to 24-year-old civilian males not currently in school or college fell from $15,221 to SI 0,924 in con- 
stant 1986 dollars from 1973 to 1986, Foregone earnings as a component of higher education 
costs have, accordingly, been shrinking, not growing, relative to monetary outlays by all parties 
(including students). And this shrinkage would be in addition to that stemming from the greater 
labor force participation of those who are students. 

Student Aid in the Cartter-O'Neill Analysis 

Another step in the Cartter-O'Ncill estimates that needs to be examined is their treatment of 
student aid. Total monetary outlays for higher education are calculated by adding student subsis- 
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tence costs to total educational funds of institutions and deducting the net contribution of stu- 
dent aid funded out of the general revenues of institutions, along with aid from external sources. 
Student aid is dealt with at this point in the Cartter-O'Neill calculations not because it is viewed as 
defraying subsistence costs exclusively, but in order to reconcile the institutional part of the 
accounts with the accounting for burden sharing. For this purpose of reconciliation, aid from all 
sources must be counted, but none of it twice. To accomplish this aim, the sum of all aid is treat- 
ed as a deduction to what families (parents and students) would otherwise have to pay to meet 
costs through monetary outlays. This sum includes funds appropriated for student aid out of the 
general revenues of institutions and not merely passing through institutional hands from govern- 
ment or philanthropy. 

These internally-generated funds today look odd as a deduction from the parent and student 
share of the burden, because, at private institutions, the revenue that makes these institutional funds 
possible comes increasingly from tuition paymentsby parents and students. The Cartter-O'Neill pro- 
cedure is nonetheless valid, since the extra tuition payments from some are properly canceled by 
the reduced payments of others when the burden of all parents and students is aggregated. 

However, the fact that Cartter and O'Neill could deal with the matter as a purely technical 
one of account reconciliation shows how much the world of higher education finance has 
changed. They would perhaps give the matter extensive treatment and explicit tabular recogni- 
tion if they were to undertake their enterprise today. The appendix tables at the end of this paper 
adopt the device of regarding those families who are net suppliers of aid funds as philanthropic 
contributors. This clears up some of the confusion, although the rising share of philanthropy that 
results could also be misleading. 

Subsistence Costs in the Cartter-O'Neill Analysis 

The other "adjustment" made at this point— for subsistence— also bears comment. Although 
the Carnegie report is not explicit about its sources, the internal evidence is that the 1970-71 
base-line estimates of SI, 200 for resident students and $850 for commuter students were derived 
from student aid data bases. These figures were then adjusted for cost-of-living indices to obtain 
figures for earlier academic years. 

This approach was not at all unreasonable at the time, given the difficulties in defining subsis- 
tence costs noted in Section One of this paper. For a number of reasons, subsistence costs esti- 
mates from the student aid data base , tend in most respects to be quite conservative. That is, they 
tend to be close to the amounts that barely enable students to get by, with few frills or extras not 
billed bv the institutions attended. 
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There are three problems with these estimates: First, there appears to be a widening range of 
institutional practice in deciding on the costs that will be billed students as tuition, as opposed 
to non-tuition and subsistence expenses. Second, there has almost certainly been a rise in the 
standard of living that students, parents and colleges consider minimal. And, third, there is the 
very large problem of the growth in the proportion of enrollments represented by students who 
neither reside on campus, nor with parents. Among these are many varieties of non-traditional 
students. Many of these latter students have understandable expectations of a far higher stan- 
dard of living than those of a young full-time undergraduate student who just barely gets by. 

This is not to say that Cartter and O'Neill would, today, necessarily scrap the basis for esti- 
mating subsistence costs they used in the 1970s. They could argue that the best subsistence cost 
figures for use in an estimate of the costs of education would be the minimum costs of resident 
and commuter students, all other costs, however necessary, really being non-educational. But 
they would surely, today, defend their procedure explicitly and warn their readers of the diffi- 
culties involved. 

An alternative approach to the subsistence problem might be to adopt a standard that 
frankly has no empirical reference to higher education or the student aid data base. For exam- 
ple, it could be decided that subsistence for an FTE student would be counted as a percent of 
the poverty threshold, and this approach is adopted as a basis for indexing subsistence costs in 
the appendix tables for years after 1970-71. This is an explicitly arbitrary choice. But it has the 
merit of not considering students as having an importantly different style of life than that of 
other people, when fewer and fewer students actually do. It would treat all students, traditional 
and non-traditional, as coping with the same core problems of survival, even though many have 
needs for additional income. 

Technical and Non-Technical Problems 

There are a number of other problems in continuing the Cartter-O'Neill estimates into 
the 1990s. One is a change in Higher Education General Information Survey reporting 
beginning in 1974 that makes it difficult to know whether institutional allocations to student 
aid for later years are truly comparable to those for earlier years and used by Cartter and 
O'Neill. Another problem is to decide which institutional expenditures for extracurricular 
and cocurricular activities should be counted as "non-educational services." As the role (and 
the perception of the role) of such activities changes, perhaps the classification of such activi- 
ties should be modified. 
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Parent and Student Burdens 

The largest problem with the Cartter-O'Neill accounts, however, is not technical. Nor is it due 
to changing enrollment patterns or educational practices. Cartter and O'Neill simply did not 
attempt to distinguish parental and student burdens at all. In their accounts, foregone income 
represents a purely student burden, and the adjustments they make to foregone income repre- 
sent purely student earnings. Otherwise, however, they do not separate parent and student contri- 
butions. Student loans, for example, are treated as part of *n undifferentiated family contribu- 
tion, except for the amount of explicit interest subsidies. 

To raise this major problem is not to criticize Canter's and O'Neill's work. To distinguish par- 
ent and student contributions was never easy. It is not easy now. But there is ample indication that 
a period in which both parent and student burdens were being reduced (through growing public 
subventions) has been succeeded by a period in which student burdens have increased relative to 
both parental and public burdens. To continue the Cartter-O'Neill series may be illuminating on 
many issues, but not on this issue, although it may well be the most important issue concerning 
burden sharing that could be addressed today. The continuation tables in the appendix do not 
attempt to resolve it. 
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Appendices 

Appendix A 

Table A-l 

Foregone Income Adjustments to the Cartter-O'Neill Accounts 
Selected years, 1949-1970 (in millions of dollars) 



Year 



Total Costs 



Burden °f costs borne by 

Family Taxpayer Philanthropy 



1949-50 

Total monetary outlays 

Foregone income 
Total economic cost 



2,782 
(100%) 

215 



2,997 

(100%) 



592 
(21.3%) 

215 



807 

(26.9%) 



1,956 
(70.3%) 



1,956 

(62.3%) 



234 
(8.4%) 



234 

(7.8%) 



1959-60 

Total monetary outlays 

Foregone income 
Total economic cost 



5,568 
(100%) 

953 



6,521 

(100%) 



2,669 
(47.9%) 

953 



3,622 

(55.5%) 



2,231 
(740.1%) 



2,231 

(34.2%) 



669 
(12.0%) 



669 

(10.3%) 



1969-70 

Total monetary outlays 

Foregone income 
Total economic cost 



19,902 
(100%) 

4,922 

24,824 

(100%) 



7,725 
(38.8%) 

4,922 

12,647 

(50.9%) 



10,394 
(52.2%) 



10,394 

(41.9%) 



1,783 
(9.0%) 



1,783 

(7.2%) 
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Appendix B 



The Continuation Accounts 
Notes on changes of format 

1. The line "services and related" combines lines in the Cartter-O'Neill accounts for which 
there are no longer separate data. 

2. The "student aid income" lines are omitted for reasons explained in Appendix D, in which 
a new treatment of the sources of aid funds is discussed. 

3. Two lines for "Total educational funds of institutions" are included instead of one. They 
are designated "A" and "B". This treatment allows for disaggregation of aid funds by source 
("Less: institutionally-awarded aid") while disaggregating other items of "non-educational 
services" by public and private institutions. It also highlights the effect of the new treat- 
ment of aid sources. 

4. The treatment of subsistence costs and foregone income is explicitly added to the total 
resource column, rather than only implicitly. 
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Summary Figures 
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Appendix D 



Policy Relevant Issues in the Continuation Accounts 

The current funds revenue data of NCES is used in both the Cartter-O Weill accounts and in 
the continuation accounts presented here. Definitions in the underlying survey have changed 
from time to time and the categories of income itemized in the published tables have also 
changed. These changes result in some uncertainty in using the NCES data for continuing the 
Cartter-O'Neill accounts. It is unlikely, however, that these changes make misleading the long-run 
trends charted in the accounts. 

One exception may be changes in accounting for institutional receipts earmarked for student 
aid. These changes, made in 1974, were intended to bring the current funds series more in line 
with principles of fund accounting. These may have been appropriate changes, but they have the 
effect that we can no longer identify within the current funds series the source of institutionallv- 
administered aid funds, despite the fact that the source of such funds has become a matter of 
major importance, especially for private colleges and universities. 

For the continuation accounts, a new data source for student aid and a new tabular presenta- 
tion were both necessary. The data source used in the new tables is the College Board Trends in 
Student Aid series, "Aid Awarded to Students by Source." This series has advantages for the contin- 
uation accounts in that it clearly separates estimates for public loan programs, public gram and 
grant-like programs and "institutionally-awarded aid." This last estimate is entirely appropriate for 
continuing the Cartter-O'Neill practice of deducting institutionally-administered aid from "insti- 
tutional funds" in arriving at "total educational funds of institutions. " 

Using the College Board scries in this way does not, however, solve all the problems of achiev- 
ing comparability and continuity between the Cartter-O'Neill accounts and the new tables present- 
ed here. Without an NCES series for student aid funds, it is impossible to attribute this institution- 
ally-administered student aid to its sources — to the parties that bear the financial burden. Gutter 
and O'Neill attributed aid funds to three sources: the taxpayer, philanthropy and institutional 
unrestricted funds. This cannot, be done using the College Board series in any straightforward way. 

The new tables resolve the problem by adopting an approach that may seem odd, but it does 
serve to allow approximate comparability between the old and new tables and it also serves to 
highlight the increasingly important practice of funding institutionally-awarded aid from tuition 
revenues. This approach is to reduce the contribution of families to "total educational funds of 
institutions" by the whole amount of institutionally-awarded aid. This step recogni/es that more 
and more of the funds for such aid come from parents and students, although bv no means ail. 
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Then all of these- funds reappear as philanthropy's contribution in the student aid adjustment 
line further along in the accounts. This treatment recognizes affluent parents as willing or unwill- 
ing philanthropists along with more traditional donors. If this approac h seems odd. it is hard to 
think of am other that both permits continuation of the Cartter-O'Ncill accounts and uses avail- 
able aggregate data. 

Anyone who rejects the parent-as-philanthropist rationale is likely to find the continuation 
tables misleading in two specific ways: Because of the approach taken, the family share of "educa- 
tional funds of institutions" and all subsequent totals is somewhat smaller than if the Cartter- 
O'Neiil approach could have been continued exactly. At the same time, philanthropy's share is 
larger by a corresponding amount. The figures in Appendix C indicate a slight rise in philan- 
thropy's share since 1975, which partly reflects growth in tuition funding of student aid, as well as 
growth in more conventional kinds of philanthropy. 

The federal student aid programs represent a different sort of difficulty. Each of the federal 
programs is marked by an ambiguity that makes it difficult to decide on its treatment in the con- 
tinuation tables. The issue for the Pell Grant program is whether all the aid awarded should be 
included in the "higher education" accounts, or only the amount of the aid that does not go to 
students attending proprietary institutions. Since data on costs and on other financial resources 
comparable to that used by Cartter and O'Neill is available only for non-profit institutions, the 
continuation tables exclude Pell ('.rants to students attending proprietary schools. The tables thus 
do not represent all of "postsecondarv education", or all aid from public sources awarded to stu- 
dents in postsecondarv education. 

A similar problem exists concerning aid from the federal campus-based programs to students 
attending proprietary schools. It could in principle be handled the same way. However, readily 
available data does not permit such an exclusion for exac tly the years and programs necessary, 
and since the share of proprietary school students in the campus-based programs has never been 
much more than 5 percent, no exclusion has been attempted. 

With the Perkins and GSI. loan programs, the ambigniu concerns the treatment of interest 
subsidies. Cartter and O'Neill apparently included some estimate of the implicit subsidy in 
Perkins loans (then. ND1.A loans) as a form of aid from public sources, but excluded the princi- 
pal amount of the loans from their student aid adjustment. In effect. the\ counted the principal 
amount of the loans as part of the family contribution. 

There would be nothing technically impossible in treating more recent Perkins loans and 
GSLs the same wav. hut there would first have to be a consensus about just what the- subsides con- 
sist of. "I he amount added to aid f rom public sources could include the explicit "in-sc Tool" subsi- 
dies, the difference between Treasury-backed and private borrowing costs, or interest-rate pegged 
subsidies to lenders, or some combination of these benefits, flu- present value of these benefits. 
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with or without recognition of inflation, could be added to the aid awarded in anv one \ear. or 
only the amount amortized in that year. Lacking consensus on just what the subsidies consist of. 
the continuation tables presented here in effect regard the principal amount of student borrow- 
ing as part of the family share (as did Cartter and O'Neill) and ignore interest subsidies entirely. 
The effect is to underestimate public funding of student aid to an unfortunate extent. 

A final ambiguity concerns the College Work-Study program. Since students spend time in 
work-study jobs just as in other jobs, the funding for the program could be treated as student 
earnings in the tables— that is, it could be added to the family share of the financial burden. Yet 
work-study jobs are commonly quite different from, say, fast-food jobs in having an intended edu- 
cational purpose and thcv are treated as aid, not earnings, for many purposes of aid packaging 
and institutional budgeting. In the continuation tables work-studv funds are, therefore, included 
as aid from public sources just as though they were grants. 

The problems involved in continuing the subsistence and foregone earnings estimate of Cart- 
ter and O'Neill are discussed in the text. They are dealt with in the appendix tables as follows: 

• The "subsistence" adjustment in the continuation accounts is the amount for 1969-70 in the 
Cartter-ONeill accounts indexed for increases in the poverty threshold for a family of four and 
adjusted for FTE enrollment growth. This is intended to provide comparability and continuity 
witli the Cartter-O'Neill accounts, but at the same time to recognize that minimum living stan- 
dards for students are less distinct from those of people generally than they were before 1970. 

• The "foregc ic income" line is recalculated for both the old and new tables. (See Appendix 
A for the recalculations for vcars before 1974.) The recalculations assume that full-time stu- 
dents give up 150 days of full-time earnings at the minimum wage applicable at the time, less 
their subsistence calculated as described above. Part-time students arc not counted as giving 
up any earnings. This approach results in drastically lower estimates of foregone income. 
However, the Cartter-O'Neill approach would result in very inappropriate estimates in 
today's circumstances, for the reasons discussed in the last section of the text. At the same 
time, not to have recalculated the Cartter-O'Neill figures for earlier years on the new more 
modest assumptions would have caused a great apparent discontinuity with the earlier years, 
including an apparent sudden collapse in the family share of economic costs. This would 
have given an entirely false impression. 

The effect of the recalculation is greatly to reduce the estimated family contribution and the 
family percentage share on the "total economic cosi" line in both the old and new accounts. 
There is obviously room for debate on the issue of foregone earnings and its treatment here. It 
will be an important debate to the extent that "total economic cost" is regarded as the most policy 
relevant "bottom line" rather than "total monetary outlays" or "educational funds of institutions." 
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Appendix E 



Technical Notes on Extending the Continuation Accounts 

1. In both the old and new tables, all institutional current fund revenue from state governments 
reported by NOES is included in line 1 and carried down to subsequent totals. However, state 
governments provide some funds to institutions that arguably should be excluded from "edu- 
cational funds of institutions" just as much as federal research funds, 75 percent of which are 
excluded both by Cartter and O'Neill and by the new tables. 

2. Total federal funds (line 3) were broken down in the NCES data used by Cartter and O'Neill 
into "unrestricted appropriations," "sponsored research" and "other sponsored programs." The 
75 percent exclusion of research spending in line 10 was presumably applied to most of the last 
two categories. In the new tables, the 75 percent exclusion is applied to items somewhat differ- 
ently captioned by NCES: "restricted grants and contracts" and "independent operations." 

3. Tuition and fee revenues (line 4) has the same meaning in the old and new tables, that is. 
gross revenue. Line 12 shows student aid funded from unrestricted revenues, netted out 
against gross tuition and fee revenue. In the old tables, the amount of such aid as calculated 
by Cartter and O'Neill is added to the line 10 exclusion. 

4. In the Cartter-O'Neill tables, student aid income from "public sources" and "private sources" is 
separated from other public and philanthropic support through grants, gifts and endowment. 
It is not separated in the new tables, to the extent that post-1974 NCES reporting includes it at 
all. Both NCES and Cartter-O'Neill were trying to deal with real resource flows in a context 
governed by the conventions of fund accounting. The drastic change in the treatment of insti- 
tutionally-awarded student aid in the- new tables, discussed in Appendix D, has the intended 
effect of making fund accounting irrelevant to the presentation of resource ilows. 

5. How Cartter and O'Neill developed figures for "sale of services" and "related" is unknown. A 
best guess is that they included 'recovery of indirect costs," "other educational and general 
revenue." and "other major service programs" in the NCES tables but excluded hospital rev- 
enues and any recognition of changes in capital account balances. Line 7 in the new tables 
attempts to be comparable by including "sales and services/educational activities" and exclud- 
ing "hospitals" and "other sources." There are probably some inconsistencies here, but thev 
probably have only minor effects on our picture of resource flows. 

f). Cartter and O'Neill distributed auxiliary enterprise income (line 8) between "families" and 
"other" sources on the basis of unknown data. For purposes of rough continuity and compara- 
bility, the new tables assume that 10 percent of total NCES reported auxiliary enterprise 
income comes from "others." These are. presumably, faculty, family and unaffiliated individu- 
als who sometimes use campus food services, dormitories and bookstores. 
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Trends in Paying for Higher Education, 

1950-1990 

Arthur Hauptman and David Roose 

Trends in Paying for Higher Education, 1950-1990 

f^ff^l he burdens of financial responsibility for higher education have varied since 1950. 



The proportions of costs borne by the federal government, state and local govern- 
ments, philanthropy, the family, and other sources— the five principal sources of rcv- 
IL enues for higher education— have changed over time as circumstances have changed. 



Federal Spending. The federal government's share of spending for higher education has 
declined from more than 45 percent in 1950 to about 10 percent in 1990 (see Table 1). This pic- 
ture is strongly influenced, however, by the changing utilization of the GI Bill. Federal expendi- 
tures for veterans overwhelmed all other federal higher education expenditures in 1950, and to a 
somewhat lesser degree in 1975. Peaks in these two years were followed by 15 years of decline in 
both student aid spending for veterans and in the federal share of the higher education burden. 
Excluding 1950, the federal government's share of higher education spending ranged from about 
10 percent to 24 percent. The federal share of total revenues in private higher education has typi- 
callv been higher than that of public higher education, although the range of difference has var- 
ied considerably over time. 

State and Local Expenditures. State and local governments have contributed significantly differ- 
ent amounts to public and private higher education. Of total spending for public higher educa- 
tion, state and local governments account for about 30 percent. For private education, the state 
and local government share has consistently hovered around 4 percent. For all institutions, the 
state and local government share of revenues ranged between 14 percent and 25 percent. 

Revenues from state and local governments as a share of total spending generally rose until 
1975. Since then, there has been an accelerating decline in the state share of public sector spend- 
ing. That share was lower in 1990 than at any time since 1965, whereas the state and local govern- 
ment share of the private sec tor was higher than ever in 1990. 

Philanthropy. The share of total revenues from philanthropy increased slightly over the 40-year 
period, from just under 5 percent in 1950 to just under 6 percent in 1990. After an increase to 
almost 7 percent of total revenue in I960, philanthropy's share declined to a low of less than 5 
percent in 1980, followed by 10 years of increases. As expected, the share of revenues from phil- 
anthropy is significantly higher in the private sector, where it consistently has accounted for more 
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than 10 percent of total revenues. By contrast, revenues for philanthropy never exceeded 3 per- 
cent of total revenues in the public sector, although philanthropy's share more than doubled for 
public institutions from 1950 to 1990. 

Other Sources. -Other" sources of revenue, which include revenues from university hospitals 
and noneducational activities, have increased dramatically in importance from 1950 to 1990. 
These sources contributed about 2 percent of total revenues in 1950 but more than 1 1 percent in 
1990. This growth reflects the national growth in health care expenditures as well as an expansion 
in university activities beyond purely educational purposes. 

Family Share. The family share of spending represents the costs of tuition, room and board, 
and other expenses minus grant aid. The share of the burden borne by the familv increased from 
1950 to 1965 and from 1975 to 1985. These increases can be explained in large part by the 
declines in student aid for veterans in these periods. From a low of 30 percent in 1950, when 
expenditures under the GI Bill were at their highest, the family share of spending increased to 
more than 55 percent in 1965. Since 1970, the family share has been less than 50 percent, 
although in 1985 and 1990 it was nearly 50 percent. 

Except for 1950, the family share has been greater in the private sexton as would be expected. 
The gap between sectors has been declining since 1975, with families with students in private 
institutions bearing over 12 percentage points more of the burden in 1975 and onlv 7 percentage 
points more in 1990. 

Within the family, parents and students have faced a shifting of the burdens as well. In the 
public sector, the parents 4 share accounted for more than 40 percent of the total spending in 
1965, whereas the students' share was more than 12 percent. By 1980, the students' share had 
increased to 21 percent and had surpassed the 19 percent share contributed bv parents. The par- 
ents' share increased over the next 10 years, however, as the students' share declined moderately, 
so that by 1990, parents of those students attending public institutions contributed over one- 
fourth of the total spending on higher education, while the students contributed about one-fifth. 

In the private sector, parents typically have shouldered a much greater share of the bur- 
den than have students. In 1965, parents contributed more than half of the funds for private 
institutions, while the share borne by students was under 10 percent. In 1980, the parental 
share hit a low of 31 percent, while the students' share peaked at 17 percent. 

lb examine the mix of parental and student responsibility, it is also possible to divide the costs 
of attendance — tuition, fees, room, board, and other expenses — into parents' contributions, those 
of students, and grant aid (see Table 2). From 1950 to 1960. the parents* share increased just as dra- 
niaticallv as aid declined. In 1960 and 1965, parents were paving more than 80 percent of the costs 
of attendance, net of aid. This share declined to just above 50 percent in 1980, then increased to 
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more than 60 percent in 1990. These trends hold for both the public and private sectors, though 
the declines are generally more pronounced in the private sector. The private students' share is con- 
sistently more than 10 percentage points less than the public students' share, although private stu- 
dents typically pay more in dollars because the costs of attendance are so much higher. 

In sum, the picture of financial responsibility for higher education in 1990 is different from 
that in 1950. The federal government's share decreased over the period, from a high in 1950 to a 
low in 1990, with a peak in 1975. Changes in the federal share are intertwined with changes in 
expenditures on student aid for veterans. 

In 1990, the states and localities shouldered more than mice the burden of the federal govern- 
ment, and they have covered a larger share of spending than the federal government since 1960. 

The role of philanthropy increased slightly overall, and its share more than doubled in the 
public sector. 

"Other" sources showed the second largest increase of any source of funds, more than dou- 
bling their share in both sectors. 

The share of the burden borne by the family has varied throughout this period, its changes 
always roughly of the same magnitude but opposed to those in the federal government's share. 
The students' share increased until 1980, and it has fallen since then. Within the family, parents 
of students in public institutions shoulder less of the burden in 1990 than they did in 1950, while 
parents of private students bear more of the burden. 

Methodology and Definitions 

Discerning the long-term trends in sources of money spent on higher education is a rather 
difficult task. A variety of problems, including a lack of data, make it impossible to devise exact 
numbers. Nevertheless, a consilient data set can be constructed from which general trends can be 
discovered. With many caveats, the following presents the changing shares of higher education 
responsibilities in the United States since 1950. 

Martin Kramer, and the Carnegie Commission on Higher Education before him, have 
attempted a similar assignment (see the previous paper). Because Kramer's study updated the 
Carnegie Commission's report, he was bound to their methodology as far as possible. Essentially 
the same data are analyzed here hut in a different manner. 

Data collected by the federal government concerning higher education institutions' revenues 
since 1950 forms die core of the study. Unlike the previous studies, all revenue is included: no 
attempt has been made to deduct income which is applied to noneducational purposes. Since 
many such exclusions can only be accomplished by assumption (i.e., only counting 25 percent of 
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research income, as the Carnegie Commission and Kramer did), all revenue is presented so that 
the reader can make his or her own adjustments. 

Not all money spent on the education enterprise is received by institutions. Pavments for 
housing of off-campus students, transportation for commuters, trips home and personal expenses 
for all students do not go to the institutions, but such costs are indisputably intertwined with the 
higher education financing needs of students. Rather than attempting to utilize a "minimum 
required for subsistence" as the previous reports do, this study uses data supplied by the College 
Board on the average total costs of attending postsecondary institutions. 

Also unlike the previous studies, the opportunity cost of college attendance, or foregone earn- 
ings, is not considered. And since all revenues are attributed to their sources, student aid, espe- 
cially "institutional" aid. is treated differently than in Kramer's study. Additionally, data are report- 
ed only by public and private institutions. The "total" does not include proprietaries; it is simply 
the public and private sectors combined. 

Because of these differences, the results differ slightly from those of the previous two studies. 
This loss is offset, however, by the consistent treatment of the data, which should provide for 
more accurate comparisons throughout the period 1950-1990. 

Five categories are assumed to constitute the total revenue of the h. her education enter- 
prise—the federal government, state and local governments, philanthropy, the family and 
"Other" sources. All data are reported by public and private institutions. While this encompasses 
two-year, four-year, and four-year plus institutions, proprietary institutions are omitted to the 
extent possible, because the surveys from which education statistics are collected did not consis- 
tently include proprietaries until 1990. It should be kept in mind, however, that a rather large 
share of government aid goes to proprietary institutions. More than SI billion in Pell Chants went 
to proprietary institutions in 1989-90 and almost S4 billion in guaranteed loans. 

The governmental categories arc perhaps the most reliable, though some estimation is neces- 
sary. For instance, the current fund revenue tables of the Digest of Education Statistics break out the 
institutional revenues provided by the federal government. Research, appropriations, and all stu- 
dent aid given directly to the institution from the government are included, but all aid provided 
directly to students is excluded. 

Such aid includes Pell Grants, aid under the CI Bill, and educational aid from Social Security. 
Thus, total federal expenditures on education include these aid expenditures as well as the line- 
item :n the Digest. 

The "State and Local" government category is much the same. The category in the Digest repre- 
sents all appropriations, grants and contracts, and aid given dircctlv to institutions. For the total, this 
amount is added io the total student aid provided directly to students. The amounts lor 1980-90 are 
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based on the annual survey reports of the National Association of State Scholarship and Grant Pro- 
grams (NASSGP). while the amounts for previous years are projected backwards from the reports. 1 
No data have been found concerning local government aid to students, but such aid is in all proba- 
bility much smaller than state grants and therefore negligible for the purposes of this paper. 

The "Philanthropy" category is also rather straightforward. Income from both private gifts 
and endowments are reported in the Digest. Scholarships, however, are estimated using tech- 
niques similar to those used by the Carnegie Commission.^ These scholarships represent aid 
ottered directlv to students by churches, schools, community organizations, and so on. Philan- 
thropy is the sum of these three items. 

The "Other" category presents some difficulty. This category is not consistent throughout the 
period 1950-1990, since changes were made in the surveying and reporting format several times. 
For the post-1970 period, these data were derived directly from the Digest's revenue tables. The 
relevant categories are educational activities, hospitals and "other sources." ' 

For the pre-1970 period, data sources do not break out income into categories readily identifi- 
able as those above. For this period, the "Other" category represents the "leftovers." To the extent 
possible, all income was assigned to one of the other four categories. The remaining amount was 
placed into "Other." 1 

The remaining category is "Family." Tuition and fees and room and board come from the 
lines in the Digest labelled "tuition and fees" and "auxiliary enterprises." "Other Expenses" shows 
the estimated total amount spent on higher education that is not received by educational institu- 
tions."' All aid (save that from tuition) is subtracted from the "Family" total. 

Tuition, fees, room, board and "Other Expenses" constitute the cost of attendance. This fig- 
ure is broken down into three categories— parents, student and aid. There is no reliable survey 
data concerning how much students contribute to their education relative to their parents. Sever- 
al assumptions must be made to get any idea of this relationship. One possible method, the one 
adopted here, assumes that students are responsible for any loans for their education (except 
PIT'S). In addition, students are assumed to pay for one quarter of the "Other Expenses" in 1950, 
an amount which increases until 1980, from which time students are assumed to pay for one half 
of the "Other Expenses." The amount provided by parents is determined by subtracting this 
assumed student share and all grant aid from the cost of attendance. 

While it would be interesting to note the differences in trends regarding traditional and non- 
traditional students, this task would be very difficult. No data was collected specificallv on non-tra- 
ditional students before 19S7. One thing that can be asserted with some degree of certainty is 
that, because they are much more likely to be financially independent, non-traditional students 
pay a larger share of the costs of attendance than do traditional students. Non-traditional stu- 



dents therefore are more affected by changes in cost and aid amounts. For more information on 
the distinctions between traditional and non-traditional students' financial situations, see Ross 
and Hampton, "How the Non-traditional Student Finances Her Education." 11 

It is important to note that no category labelled "Institutional" exists in this report. This is 
because all aid given by institutions derives from another source, one of which must be any of the 
five previously described categories. Institutional aid may be funded by government programs. 
Private gifts, interest from endowments or the endowments themselves may also be considered 
institutional aid. Some portion of the income from the "Other" operations may go to help stu- 
dents. And a large portion of institutional aid comes directly from other families, through the 
tuition they are paving. AH institutional aid must therefore come from some combination of these 
sources: institutions have no other sources of income. If institutional aid were made a. separate 
category, the true source of the funds would not be accounted for. 



REFERENCE NOTES 



1- Several problems relating to the identification of public and private aid result from use of the 
XASSGP reports. Total aid to graduate and undergraduate students is reported, but only »«/- 
based, undergraduate^ is reported by control of institution. Such aid represents about 80 percent 
to 85 percent of total aid. whereas graduate aid represents only about 2 percent of the total. The 
percentage of need-based undergraduate aid dollars received by public and priv ate institutions is 
applied to the total amount of aid. In addition, about 1.5 percent of aid goes to "out-of-state insti- 
tutions." control of which is indeterminate. This amount-a little more titan S20 million in 198-4- 
85— has been ignored. This lack of information necessarily introduces uncertainty. 
For years previous to 1980. two simple regressions of the form 

In (aid) = Bo + Bi year 

were estimated, where aid represents either public or private aid. The natural log is taken to 
ensure a positive result. The resulting equation is used to estimate state grant amounts back to 
1950. While the 1950-1975 numbers are much more uncertain than the 1980-90 numbers (which 
are also of dubious reliability), they represent from .25 percent to .7 percent of total revenues. The 
range of possibilities is therefore insignificant compared to total revenue, and though these esti- 
mates are not particularly reliable, their unreliability should have very little effect on the findings. 
2. Scholarships were estimated by the method employed in the Carnegie Commission report 
(see p. 13-1). Their numbers for total scholarships were used for 1950-1970. For 1975 and sub- 
sequent years. Hie assumption of 1 percent ol tuition, fees, room and board was used. 



The public and private shares of this estimate were assumed to be identical to the propor- 
tion of students attending each type of institution. This assumption was made because awards 
of this tvpe of aid seem to rely more on academic results, religion, parents' employers and the 
like rather than on the type or cost of the institution attended. Again, although this estimate 
mav be wildly at variance with reality, it constitutes such a small percentage of total revenues 
that its effects are inconsequential. 

These expenditures fall into the "Other" category because their sources are only marginally 
the government, philanthropy or family. While it is true that a student may buy a T-shirt from 
the bookstore or the state government may give a grant to the hospital, outsiders are the pri- 
mary source of income derived from these operations. 

This method should not result in any inaccuracies unless some income was assigned to this 
category which belongs elsewhere. 

Room and board of students who do not live in institutional housing, and transportation and 
personal expenses of all students constitute the "Other Expenses" subcategory in the "Family" 
category. For 1975-1990 these figures were estimated from information presented in College 
Board publications {Student Expenses at Postsecondary Institutions and the College Cost Book). Aver- 
age costs for those living on campus, in private housing, and with their parents were multi- 
plied by the estimated number of students with those respective living arrangements (from 
NOES' Profile of Undergraduates in American Postsecondary Institutions). Figures for the remaining 
vears were estimated by following trends. 

The figures for "Other Expenses" are fraught with uncertainty for many reasons. The data 
on living arrangements are from 1985, but they were assumed to hold for the entire period. 
This assumption is mistaken because the percentage for those living on campus has probably 
declined since 1950 and the percentage of commuters has risen with the growth of communi- 
tv colleges. The "Other Expenses" figure for the early years should probably be adjusted 
downwards (since more lived on campus). 

Only undergraduates were considered in arriving at both the cost and living arrangement 
numbers. Their expenses are probably greater, one explanation for which is the much larger 
percentage of graduate students who live off-campus. Since about 15 percent of all students 
throughout this period were graduate students, the actual other expenses for all years is prob- 
ably somewhat higher than reported. 

The "Other Expenses" figures for 1950 to 1970 are very rough estimates. While the post- 
1975 numbers are not exact, there is at least some measure of empirical evidence behind 
them. The fact that "Other Expenses" constitute such a large percentage of the total implies 
that any mistakes in estimating the "Other Expenses" will greatly affect the shares of the other 
sources. The relative shares of those categories will remain unchanged, however. 
Laurent Ross and Diane Hampton, "How the Non-traditional Student Finances Her Educa- 
tion," in Financing San-traditional Students: A Seminar RefiarL Judith Eaton, ed. (Washington, 
DC: American Council on Education, 1992). 
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Table 1 

Financing Responsibilities of Higher Education 

(In Percent) 





1950 


1960 


1 Qrin 


ly/u 




1 |\OM 

1 aoU 


198a 


1 990 


Public Institutions 


















Federal 


34.7 


14.8 


12.5 


16.0 


23.2 


1 6.3 


9.7 


9.3 


State & Local 


22.7 


29.8 


29.3 


32.1 


33.3 


33.0 


32.4 


30.7 


Philanthropy 


1.2 


2.2 


1.5 


2.0 


1.9 


2.1 


2.5 


3.0 


ui nei 


A. a 


3.9 


4.0 


5.9 


5.4 


7.0 


7.9 


9.9 


Family 


37.9 


49.3 


53.0 


44.9 


35.3 


40.8 


46.9 


46.6 


Parent 


25.6 


38.0 


40.6 


29.4 


18.4 


19.3 


25.2 


26.7 


Student 


12.3 


1 1 .4 


12.4 


15.5 


16.9 


21.4 


21.7 


19.9 


Private Institutions 


















Federal 


60.9 


18.4 


19.4 


20.3 


24.2 


22.2 


15.5 


15.3 


State & Local 


3.6 


3.4 


3.3 


4.0 


4.3 


4.3 


4.0 


4.0 


Phihinthrophv 


9.6 


14.0 


12.9 


13.0 


12.3 


11.6 


12.1 


11.8 


Other 


3.8 


4.9 


4.8 


8.9 


10.7 


12.4 


13.5 


13.7 


Familv 


22.1 


59.3 


59.9 


55.4 


47.4 


47.9 


54.0 


53.7 


Parent 


11.8 


50.8 


51.5 


44.7 


35.6 


31.0 


38.3 


39.5 


Student 


10.3 


8.5 


8.3 


10.8 


1 1.8 


1 6.9 


15.6 


14.3 


All Institutions 


















Federal 


46.3 


16.3 


15.2 


17.4 


23.5 


18.0 


1 1 .5 


11.2 


State & Local 


14.2 


19.2 


19.2 


23.1 


25.0 


24.7 


23.8 


22.6 


Phihinthrophv 


4.9 


6.9 


5.9 


5.5 


4.9 


4.8 


5.4 


5.7 


Other 


2.0 


2.3 


2.5 


4.0 


6.9 


8.0 


9.(5 


i 1.1 


Family 


30.9 


53.3 


55.6 


48.2 


38.7 


42.8 


49.0 


48.8 


Parent 


19.5 


43.1 


44.8 


34.2 


23.3 


22.7 


29.2 


30.7 


Student 


1 1.4 


10.2 


10.8 


14.0 


15 5 


20.1 


19.8 


18.2 
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Table 2 

Shares of Costs of Attendance 

(In Percent) 



1950 1960 1965 1970 1975 

Public Institutions 

Parent 40.1 68.6 74.4 56.4 30./ 

Student 19.3 20.6 22 7 29.8 33.8 

Aid 40.5 10.8 2.9 13.8 29.5 

Family Percentages 

Parent 67.5 77.0 76.6 65.4 o2.1 

Student 32.5 23.0 23.4 34.6 47.9 

Private Institutions 

Parent 16.7 76.7 82.6 70.6 00.0 

Student 14.6 «2.8 13.4 17.0 20.0 

Aid 68.7 10.5 4.0 12.4 20.0 

Familv Percentages 

Parent ' 53.3 85.7 86.1 80.5 /5.0 

Student 46.7 14.:'. 13.9 19.5 25.0 

All Institutions 

Parent 29.2 72.2 77.8 01.5 44.2 

Student 17.1 17.1 18.8 25.2 29.4 

Aid 53.7 10.7 3.4 13.3 26.4 

Family Percentages 

Parent 63.0 80.9 80.0 71.0 00.1 

Student 37.0 19.1 19.4 29.0 39.9 



1980 

38.5 
42.7 
18.7 

47.4 
52.6 

53.4 
29.2 
17.5 

64.7 
35.3 

43.3 
38.4 
18.3 

53.0 
47.0 



1985 

49.2 
42.4 
8.4 

53.7 
46.3 

64.3 
26.2 
9.4 

71.0 
29.0 

54.3 
36.9 
8.7 

59.5 
40.5 



1 990 

53.0 
39.5 
7.5 

57.3 
42.7 

67.5 
24.4 
8.1 

73.4 
26.6 

58.0 
34.3 
7.7 

62.8 
37.2 



Table 3 

Institutional Sources of Revenue in Higher Education 

(In Percent) 





1950 


1960 


1965 


1970 


1975 


1980 


1985 


1990 


Public Institutions 

Federal 
State & Local 
Philanthropy 
Otlu r 
Familv 


0.8 
0.6 
0.0 
0.1 
0.9 


0.8 
1.6 
0.1 
0.2 
2.6 


1.2 
2.9 
0.2 
0.4 
5.° 


3.3 
6.7 
0.4 
1.2 
9.3 


8.5 
12.2 
0.7 
2.0 
13.0 


9.8 
19.8 
1.2 
4.2 
24.4 


8.9 
29.8 
2.3 
7.2 
43.0 


12.5 
41.3 
4.0 
13.3 
62.6 


Total Revenue 


2.4 


5.3 


9.9 


20.8 


36.8 


59.9 


91.8 




Private Institutions 

Federal 
State & Local 
Philanthropy 
Other 
Family 


1.2 
0.1 
0.2 
0.1 
0.4 


0.7 
0.1 
0.5 
0.2 
2.1 


1.1 
0.2 
0.8 
0.3 
3.8 


2.0 
0.4 
1.3 
0.9 
5.4 


3.6 
0.6 
1.8 
1.6 
7.0 


5.4 
1.1 
2.8 
3.0 
11.7 


6.2 
1.6 
4.8 
5.4 
21.7 


9.3 
2.8 
7.2 
8.3 
32.6 


Total Revenue 


1.9 


3.5 


6.3 


9.7 


14.7 


24.4 


40.2 


60.6 


All Institutions 

Federal 
State &: Local 
Philanthropy 
Other 


2.0 
0.6 
0.2 
0.1 
1.4 


1.4 
1.7 
0.6 
0.2 
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postsecondary education financing: 
International Comparative Models 



Melora Sundl 
INTRODUCTION 

pp^^ j ic p lir p C)se () f this paper is to provide a discussion of international models for financing 
% postsecondarv education, to analyze the financing choices different countries have 
h made, and to examine the relative strengths and weaknesses of those choices. The paper 
J^l^ begins with a discussion of the essential funding decisions any country must make with 
respect to access, control and quality. Next, the paper will sort countries by model of financing, bor- 
rowing from Johnstone (1986) by clustering countries on the basis of where they place the primary 
financial responsibility: the government (taxpayer) or the student/parents. General sU'engths, weak- 
ness and variations of both models will be discussed with particular issues highlighted by the experi- 
ences of specific countries. Finally, an overview of changes in these financing models will be provided, 
in particular exploring the historical and political contexts for proposed changes. Throughout the dis- 
cussion, comparisons to the United States' system of financing will be drawn wherever relevant. 

Issues Common To All Financing Systems 

The following issues pertain to all financing systems: access to the educational svstem, control 
(governance) of the system, quality control of the system, and the purpose of the system (voca- 
tional vs. general education). Although not always articulated as such, prevailing assumptions 
concerning these issues dramatically influence the particular financing mechanisms in a given 
country. For example, access to most countries' universities is awarded on the basis of competitive 
academic achievement. In contrast, through the community college system, the United States and 
Canada provide open access to the postsecondarv education system as a whole, although access to 
some segments (in particular, the selective liberal arts colleges and research universities) is com- 
petitive . Whether and how a country chooses to limit access to the system determines not only the 
percentage of the population that participates in the system but also the available amount of gov- 
ernmental, local and philanthropic support per student. Consequently, the amount of financial 
support available may influence the number of qualified students who participate. 

Decisions related to access indirectly influence a student's time to degree and likelihood oi 
completing a program. In countries that provide full support, time to degree is shorter and a 
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greater percentage of students finish. In the United Kingdom, for example, although a small 
percentage of the population enrolls (about 25 percent, compared to approximately 55 percent 
in the United States), completion rates are roughly equivalent to those of other countries 
(except the United States and Canada) because most students complete a program once 
enrolled (Bruce 1985). 

Control or governance often accompanies financial support. In the United States, institutions 
are relatively autonomous of federal and state intervention. Just as there is no central Ministry of 
Education with primary funding responsibility for postsecondary education in the United States, 
so too is there no central governing body. As this paper will reveal, in most countries that look to 
the government for primary financial support, the government also has primary decisionmaking 
authority (although it often delegates it) over those systems. 

Another concern is that of quality assurance or accountability. While the United States relies 
largely on the diversity and competition within the postsecondary educational system to weed out 
weaker programs, other countries have built overt accountability mechanisms into their funding 
processes (Brazil, for example). 

Funding responsibilities also can vary by educational purpose. In most countries, some form 
of support is available for a student's first ^.gree; and, in the United States, little distinction is 
made between vocational versus general education programs. Other countries have bifurcated 
funding systems, one for general education programs and one for vocational programs (as, for 
example, in Japan or Finland). 

Defining Cost 

Johnstone (1986) breaks down the costs of higher education into three areas: cost of student 
living, direct cost of instruction and foregone earnings of students. The cost of student living 
includes room, board, living expenses, books, supplies, and travel. The direct cost of instruction 
includes those costs assumed under tuition and fees: faculty and staff salaries, plant operation and 
depreciation, and supplies. Foregone income is that which the student would have earned had 
she or he entered the work force rather than an educational institution. Not all countries include 
foregone earnings in their calculations of c ost. 

General Financing Patterns 

Johnstone (1986) desc ribes postsecondary education financing as a zero sum process in 
which anv shift of responsibility from one segment to another will result in an overall shift 
throughout the system as the final cost remains the same. The primary segments considered here 
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are federal and local government, the student, the family, the institution and private 
industry/philanthropy. 

In general, all countries expect the central government to provide some support for postsco 
ondarv education, at a minimum part of the operational costs; many countries expect students to 
pay for their own living expenses: some require students to pay tuition; and some require a 
parental contribution, usually toward student living expenses (see Table 1). Industry is generally 
not expected to contribute, although philanthropic donations are normal, except for vocational 
education for current emplovees, which in many countries is funded entirely by the employer but 
offered through a postsecondary institution (in Finland, for example) . The key distinction in this 
paper is not only which segments end up paying the greatest percentage of the costs, but also to 
whom the government looks first for funding. In some countries, such as Canada, the parent and 
student are looked to first, but after assessing their ability to pay, quite often the provincial or fed- 
eral government ends up paying the majority of cost for a particular student. 

Further, while all countries provide some, if not all, financial support to students, their mech- 
anisms have two different origins. Some countries incorporated entitlement-style financial sup- 
port into their financing strategies, generally during the 1960s, because they viewed education as 
an investment in the country's resources. Others (the United States and Canada in particular) 
began federal programs of financial support with specific populations, like World War II veterans, 
programs which later developed into more universal, need-based student aid (Student Financial 
Aid, In press). 

One final distinction should be kept in mind— the strains of supporting a postsecondary edu- 
cational svstem on a developing economy versus those on an established economy. Each of the 
developing countries included in this paper funds postsecondary education through its national 
government. Their participation rates are not high, nor is the percentage of funding they direct 
towards higher education; however, bear in mind that these countries often incur the additional 
financial burden of reestablishing basic communication, housing, transpo. i«.ion and health 
infrastructures. Given the short amount of time these current governments have been in exis- 
tence and the other competing demands for their funds, their progress is remarkable. 

Systems in which the Student/Family Have Primary Responsibility 
Canada 

The United Slates and Canada are fairly unique in that their systems look to the student and 
parents first for financing the cost of instruction as well as living expenses. Canadian institutions 
do receive their "main operating funds in the form of an annual grant from the provincial gov- 
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eminent" (Watson, In press), funding that is determined by a formula; however all institutions 
charge students tuition. Both countries provide a need-based financial support package of loans 
and grants to students. Canada's loan program is interest free to the student until the student 
graduates and is employed. Interest on the loan is then charged at the market rate on the remain- 
ing balance. As in the United States, part-time students in Canada qualify for minimal aid, receiv- 
ing, if anything, funding towards direct costs only (Watson, In press). 

The Canadian graduate student, however, will find aid more accessible than his U.S. counter- 
part. No parental support is expected for the graduate student, and financial support in the form 
of publicly- and privately-funded scholarships and fellowships, in addition to provincial grant and 
loan aid, is readily available. 

Because they derive less support from their respective federal systems, the higher education 
systems in Canada and the United States are the most autonomous of those reviewed, with indi- 
vidual institutions having control over resource allocation, admissions standards, curriculum 
development and degree requirements. Each is subject to some federal regulation (e.g., affirma- 
tive action), but this regulation is minimal compared to systems to be reviewed later. 

United States 

In generai, the cost of attending an institution, public or private, is higher in the United 
States than it? any other country. Because the United States provides less federal and stale support 
than other countries, the overall cost to the student and parent is also higher than an where else. 
Johns.-onc (1986) studied five countries to compare the division of cost (tuition and living 
expenses). He found that the average cost to a parent and student attending a public institution 
in the U.S. 1985 was $4,739 (89 percent of total cost), compared to $2,342 (71 percent :7>f the 
total) in the United Kingdom, $2,284 (85 percent of the total) in France, S3,774 (86 percent of 
the total) in the former Federal Republic of Germany and 33,033 (62 percent of the total) in 
Sweden. U.S. higher education is more expensive primarily because of the extensive facilities and 
administrative support services not typically found in other systems (Johnstone 1989). While plac- 
ing primary responsibility on the parent and student would appear to other countries to be a sig- 
nificant weakness, the overall system appears to have some advantages. 

For example, of all systems, the United States and Canada have the highest participation 
rates of 18- to 24-year-old cohorts, 59 percent and 55 percent, respectively (Behar, In press). 
The sheer si/e of the system, which can accommodate all who arc eligible to attend, accounts 
for some of these percentages. Further, both countries operate open access segments, com- 
munity colleges, which reduces the loss of enrollment due lo competition (see, in contrast, 
the United Kingdom). 
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In addition, both systems enroll greater proportions of women, low-income and disabled stu- 
dents, in part because of federal and state /provincial financial aid, but primarily because of 
institutional diversity and autonomy. With federal financial support often conies federal regula- 
tion (as in the case of Vietnam); the United States has perhaps traded financial support for 

greater autonomy and access. 
.* 

Systems in Which Governments have Primary Responsibility 

I have orgaui/cd countries whose postsecondary systems receive primary funding from the 
central government into two groups — those whose governments also control the public educa- 
tional system (Vietnam, Brazil, India, and Kihiopia) and those that delegate some, if not all, con- 
trol to the institutions (South Africa, Spain, United Kingdom, the Netherlands, Finland, Japan, 
and Italv). Where available, figures describing the percentage of a country's gross national prod- 
uct directed towards postsecondary education (see Table 2), the percentage of the population 
enrolled in postsecondary programs, and the numbers of institutions are provided. 

Governmentally funded and controlled systems 

Vietnam. Of all the countries reviewed. Vietnam offers the best example of a system that is 
completely funded and controlled by the national government. As of 1988, 130,000 students out 
of a population of M million, or .02 percent, were" enrolled in Vietnam's 70 higher education 
institutions, composed of universities, teachers' colleges, and colleges of engineering, agricul- 
ture, forestry, fishery, economics pharmacy, medicine, culture and arts. Sixty-four of these insti- 
tutions offer graduate programs in the sciences from which 79o have* graduated since 1976. 
Since 1975, control of the system has rested exclusively with the Ministry of Education and 
Training, to the extent that there are no private institutions; institutions derive their funding 
solely from the Ministry, and the Ministry regulates not only admissions standards but also the 
curriculum down to each course syllabus. 1 Students proceed through structured undergraduate 
programs with nationally-administered final exams at the end of each year. Students do not pay 
tuition but are expected to pay for their living cosi.\ Scholarships are granted to students on the 
basis of their performance dining the year prior to the award (Thicp, In press). 

Although higher education institutions have existed in Vietnam since the 11th renturv, the 
transition towards mass education did not begin until the war ended in 197f>. Kven then, until 
1987 "the function ol higher education was to train cadres for governmental offices and special- 
ists lor the state.. .graduates were assigned jobs according to go\ernment economic planning" 
( Thicp, In press). Unlike other countries, Vietnam has not vet exceeded its educational capacity 
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As long as the country can continue to generate funding, the government is committed to 
expanding access to higher education. 

Brazil. While Vietnam permits no competition with its national system, other nationally fund- 
ed and controlled systems do permit private institutions to develop. Brazil is an example of a 
country in which, despite its nationally funded and controlled puhlic sector, 70 percent of its 1.5 
million students enroll in private institutions (Schwart/.man, In press) compared to 22 percent of 
total L'.S. enrollment in 1988 (National Center for Education Statistics 1990). Although institu- 
tions of higher education appeared in Brazil in the 1800s, it wasn't until after World War II that 
Brazil developed a federal system of universities. Private institutions emerged in the 1960s and 
captured the majority of enrollments as the federal system ran out of space for qualified appli- 
cants (Schwartzman, In press). 

Attendance at puhlic universities is free, and admission is granted on a competitive, space 
available basis once a student has passed a national and difficult entrance exam. Schwartzman (In 
press) notes that attendance at a private (expensive) secondary school is believed to be necessary 
to pass the postsecondary entrance exam. Therefore, access is generally limited to those who can 
afford to attend private secondary programs, and even then, there is not enough space in the 
public system to accommodate all who pass the exam. Brazil is experiencing a high dropout rate 
from public secondary programs, thus the number of students eligible to take the entrance exam 
is not as high as it could be. Graduate education at the public institutions is free, and graduate 
students receive a two-year fellowship to cover living expenses. 

While the Federal Council of Education regulates puhlic university quality, curriculum and 
entrance requirements, and provides the majority of the funding for public institutions, public 
institutions are free to solicit support from the private sector. Private institutions, on the other 
hand, receive no direct federal subsidies, and charge tuition, the maximum of which is regulated 
by the federal government. As a result, private institutions tend to concentrate on less costlv pro- 
grams (i.e., not the sciences, which require laboratories and equipment). The federal govern- 
ment does provide a student loan system for students who choose to attend a private institution, 
and approximately 25 percent (200,000) of those attending private institutions receive a loan 
(Schwartzman, In press). 

Because few students can afford to prepare for public higher education or pay for private 
higher education. Brazil faces several problems. First, as most countries, Brazil is facing a period 
of cost containment. If it intends to continue to offer free tuition and loans, it will need to 
encourage public institutions to seek other sources of funding in addition to federal support. It 
might also raise or remove ceilings on tuition at private institutions, which would increase their 
funding base but would also increase the competition for admission. At the same time, students 
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demand either more funding to attend private institutions, or more space in public institutions. 
Further, the public secondary school system needs to improve so thai its graduates are better 
qualified for admission to public higher education. Until then, higher education aggravates 
rather than mitigates socioeconomic differences in Brazil. 

India. Both Brazil and Vietnam are examples of moderately-sized, nationally-funded systems. 
The nationally-funded system in India, however, is much larger, and it faces additional problems 
because of its size. The world's largest democracy and second most populous country, India is 
considered a developing country with 69 percent of its work force in agriculture. Based on the 
number of institutions, India's postsecondary education system is twice as large as the U.S. system, 
with 146 national universities and 6,949 state colleges affiliated with those universities, 3,900 pri- 
vatelv managed colleges affiliated with the national universities, and 15 independent colleges. 
The national University Grants Commission and state governments provide matching mainte- 
nance and development grants to the national universities and affiliated colleges for goals set by 
the national government. The independent institutions also receive grants from the state govern- 
ments to cover salaries and building operation. With so much national and state funding and so 
little accountabilitv, there is little incentive for institutions to efficiently manage the funds they 

receive (Behar, In press). 

Universities can be established only by an act of parliament, and colleges, whether privately or 

governmentally controlled, must conform to the curriculum established by the government in 

the university to which it is affiliated (Behar, In press). 

Admission is based on completion of 12 wars of secondary school, successful completion of a 

state-administered entrance exam, and successful completion of institutional entrance exams. 

Quotas are set for members of castes so that they do not exceed the proportion in which they are 

represented in the general population.* In 1989, 6 percent of the 18- to 24-year-old age group, or 

4.2 million students, were enrolled in universities (Behar, In press). By comparison, 36 percent of 

U.S. 18- to 24-year-olds were enrolled (National Center for Education Statistics 1990). 

A minimal tuition fee is charged, which accounts for only 25 percent of instruction. 

Students arc expected to pay for the low tuition and living expenses, although in some states 

women pay no tuition. 

The focus of most programs is in the humanities and social sciences, and very few students 
participate in technical training programs. As a result, Behar (In press) notes that the unemploy- 
ment rates of graduates is high. He believes that this problem is a symptom of a larger problem 
vet to be addressed in Indian educational policy— the country's goals for higher education are 
focused on the perpetuation of status, not on quality, equitable access or workforce needs. Higher 
education will become increasingly irrelevant to the Indian population (hence the low participa- 
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lion figures) unless the curriculum is restructured to include more vocational training. With such 
a large system, Behar ohserves that the national distribution of funding may be the only reason- 
able management strategy, but without quality controls or an articulated responsibility for 
addressing workforce needs, institutions have no incentive to improve their programs. 

Spain. Interestingly, Spain's funding situation and problems are very similar to Brazil's and 
India's. Spain's public sector of 30 universities is completely dependent on the central govern- 
ment for funds that are allocated on the ba.<is of the number of students and programs in an insti- 
tution. 3 Each public institution's curriculum is approved by the central government, but staffing 
decisions are delegated to the institutions (Garcia-Garrido, In press). 

Spain's public institutions grant admission to those who are older than 18, have completed 12 
years of secondary school and have passed the national entrance exam; however, admission 
becomes selective by virtue of institutional capacity. While some countries focus enrollments on 
18- to 24-year-olds (Japan, for example), Spain has made gestures toward opening its system to 
the older student. The secondary school requirement is waived for students 25 and older who 
pass a separate entrance exam. 

Approximately 1 million students participate in public higher education each year, and in 
1986, about 90,000 students graduated from undergraduate programs. Some public institutions 
charge low tuition ranging from $350 to S500 per year. Students who choose to attend the private 
universities are eligible for nationally-funded grants to pay for tuition and living costs. (Garcia- 
Garrido, In press). 

Like Brazil and India, Spain is experiencing an imbalance between workforce needs and the 
traditional postsecondary education curriculum. As a result, unemployment, currently affecting 
20 percent of the population, hurts graduates as well. Each of these three national si stems needs 
to explore vocational curricula to a much greater extent than they have. 

Ethiopia. Ethiopia, the oldest continuing nation-state, enrolled .45 percent of its 18- to 24- 
year-olds in 1988. Like India's, this participation figure appears low, but in the context of a con- 
tinent with the lowest average per capita income in the world, in which most higher education 
institutions were founded after World War II and in which eight out of 51 countries have no 
universities, Ethiopia demonstrates slow but consistent progress. Until Mussolini left Ethiopia 
in 1941, there was no public system of higher education (Wagaw 1990). Now there are three 
universities, five technical colleges and four colleges in the country, all of who-e curricula are 
sel by the government to avoid duplication. Admission is dependent on the availability of 
space, the completion of 12 years of secondary school with an adequate grade point average 
and successful completion of an entrance exam (Avano, In press). Regular tuition is free and 
the government provides full scholarships to (over students" living expenses. Some universities 
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offer extension programs at regular degree-granting programs offered in the evening for which 
tuition is charged. 

Like Brazil and India, Ethiopia struggles with developing its higher education system in the 
context of competing economic demands. Budgetary priorities have had to focus on rehuilding 
health and housing infrastructures as well as education, and on primary and secondary education 
before postsecondary education. Although Ethiopia increased its expenditures on higher educa- 
tion by 31 percent in 1982, inflation and a doubling of enrollments resulted in an overall 
decrease in funding. Ethiopia has therefore sought assistance from foreign governments and 
international associations for recurrent and capital costs (Wagaw 1990). 1 Ethiopia will maintain 
its practice of providing full funding for postsecondary education as long as it can continue to 
diversify income to the central government, particularly by revising its tax structure. 

Relatively autonomous institutions 

The fact that one's national government is looked to first for funding a system of higher educa- 
tion does not always mean that the system is also controlled by the national government. The fol- 
lowing countries represent positions on a continuum of autonomy, with South Africa on represent- 
ing the most minimal autonomy and the United Kingdom representing the greatest autonomy. 

South Africa, South Africa's institutions have the least amount of autonomy in this group, 
primarily because of segregation within the country and the government's need to control it. 
Unlike Brazil, India or Spain, South Africa has explicitly linked its educational goals to its work- 
force, a philosophy that is evident in the structure of its higher education system. The country 
hosts 12 technikons (vocational colleges), 70 teachers' training colleges, and numerous scientif- 
icallv-oriented universities, 5 all nationally funded (Steyn, In press). Each offers advanced 
degrees as well as undergraduate diplomas and certificates. The Ministry of Education has four 
departments, each of which oversees the budget for each of the four cultural groups (whites, 
avians, blacks and coloureds). Each institution has a council that administers the funds and sets 
educational priorities through its academic senate with governmental approval. The percent- 
age of the country's gross national product that is devoted to postsecondary education 
increased from .32 percent in 1965 to .69 percent in 1983 (Steyn, In press). Comparable figures 
for the United States are 1.8 percent in 1964 and 2.6 percent in 1983 (National Center for 
Education Statistics 1990, 184). 

Like most other countries, entrance requires completion of secondary school, passing <v\ 
entrance exam, and meeting institutional requirements that must have the government's 
approval. In 1987, 300,000 students enrolled in South Africa's postsecondary system, or 7.7 per 
1000 of the total population (Steyn, In press). 
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A primary difference between South Africa's system and those described earlier is its attention 
to and incorporation of vocational training. In addition, the segregation of the educational sys- 
tem, which dictates that certain institutions serve specific cultural communities, requires some 
duplication of resources, a situation that does not exist in other systems (even in India, where 
members of different castes attend the same institution). Therefore, the GNP figure given above 
must be interpreted in the context of a duplicative system. 

The Netherlands. The Netherlands uses a funding system similar to that of South Africa. About 
90 percent of the privately-founded but state-controlled 13 universities, 87 vocational colleges, 
nine accredited colleges and one open university get their funding from the state based on 
enrollment and program costs. Individual institutional councils allocate the vearly allocation 
autonomously, with the exception of salaries, which are set by the civil service scale (Frijhoff, In 
press). In 1986, 1.55 percent of the country's gross national product was allocated for higher edu- 
cation (Frijhoff, In press). 

Beginning in 1982, all students under 30 r< : >ived a basic grant with a need-based supplement 
throughout their postsecondary education to cover instructional costs and lhing expenses. When 
the demand exceeded the supply in 1988, the policy changed. Now students are eligible for aid 
for six years from the time they first enroll. If they wish to attend for a longer period, they pay 
substantially higher tuition (McDaniel 1990). Demand continues to increase, and the govern- 
ment is considering lowering the age limit to the basic entitlement to 26 years of age. 

Graduate students are almost universally employed by their sponsoring institution during their 
program, either in research or teaching, thus supplementing the undergraduate instructional staff. 

Approximately two-thirds of the Netherlands' high school graduates, or 16 percent of those 
18- to 25-years-old (compared to approximately 35 percent of U.S. high school graduates) attend 
postsecondary education. In 1987, 40 percent of them were older than 24, making up 6 percent 
of the part-time university enrollment and 25 percent of the vocational college enrollment 
(Frijhoff, In press). In the U.S., comparable figures include 67 percent of total enrollment; 53 
percent of four-year enrollments and 74 percent of two-year and vocational enrollments (National 
Center for Education Statistics 1990, 72). The primary problem with the Dutch financing svstem 
is that demand exceeds funding. The country anticipates that enrollment demand will continue 
to rise and is very concerned that the current entitlement structure will not be able to meet it. 
Because the country is committed to an entitlement process it will probably divert some enroll- 
ments into part-time programs and reduce those entitlements, rather than introduce across-the- 
board entitlement cuts. 

Further, as demand increases, concerns about employment increase. Approximated 85 per- 
cent of all medical, humanities and social science graduates are hired bv government-funded ser- 
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vices (Frijhoff, In press). As Frijhoff notes, the health of the government will affec t not only the 
method of education funding but the future of the system's graduates as well. 

Finland. There are many systems in which the national government has the primary funding 
responsibility in which individual institutions are relatively autonomous, and in which there are 
varving degrees of institutional privatization. For example, Finland's system enphasi7.es equal 
education for all citizens, and as such charges no tuition and provides either a need-based studv 
grant 01 state subsidized loan for students' living expenses (Kuikka, In press). All of Finland's 
institutions were taken over by the state during the 1970s and 1980s, yet institutional autonomy 
remains in issues related to teaching, research, budget allocation and curriculum. Finland's 20 
universities received all of their funding from the pai Hament, which has guaranteed increases to 
them through 1996 (Kuikka, In press). As a result, the proportion of the country's gross national 
product that is invested in higher education has been steadilv increasing— from .61 percent in 
1985 to .7 percent in 1988 (Kuikka, In press). 

About 12 percent of Finland's 30,000 high school graduates enter college after passing the 
national entrance exam and meeting individual institutional criteria. Of these students, approxi- 
mately 8 percent graduate. Time to degree remains problematic: it often takes six to seven years 
to complete a degree because of rigorous course requirements. Given its commitment to student 
financial support, the Finnish government is interested in reducing the length of time to degree 
in the hopes of seeing more students graduate (Kuikka, In press). 

Finland's vocational education system is equally developed and is generally locally funded. 
Students age 20 and older who are unemployed or have never had vocational training have prece- 
dence in this impacted svstem. By 1986, Salminen (1988) reports that 93 percent of all 20- to 25-year- 
old (non-college) workers had received vocational certificates, and that 400,000 students enrolled in 
that same war. One-third of the vocational institutions are financed through the state; one-third arc 
financed through local municipalities; and approximately one-third arc privately owned and 
financed. To ensure job security while enrolled in a vocational program, students may apply for a 
study leave to retain their jobs for two years, without salary. In addition, students who are at least 30 
years old (and who meet other employment requirements) may apply for a grant program initiated 
in 1987, which provides 20 percent of a qualified employee's gross salary (Salminen 1989). 

Finland's primary concern is similar to that of Japan— a decreasing pool of young workers 
and. consequently, an aging workforce (Salminen 1989). Unlike Japan, Finland is anticipating 
this problem by structuring vocational programs to encourage the retraining of older workers. 

Sweden. Sweden's system is similar to Finland in that no tuition is charged, and all students are 
eligible for a national grant (which represents 5.8 percent of the total cost) and a subsidized loan 
to finance living expenses because of the substantial national contribution, parents are not 
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expected to contribute anything towards the student's support, nor is the student expected to 
work while enrolled. The loan amount is based solely on the student's income and assets; for both 
the loan and the grant to continue, the student must demonstrate satisfactory progress from year 
to year. Loans may be deferred for up to two years after education stops, and students have a lim- 
ited time in which to complete the repayment.' 1 Loans are deferred when one's income drops to a 
certain level. Initially, the country found that 5 percent of its borrowers default, but once adjust- 
ed, the actual default rate fell to about 1 percent (Morris 1989). The United States' default rate is 
approximately 10 percent (Cronin 1987). 

Aside from the taxpayer burden, the primary limitation of the Swedish and Finnish systems is 
their size: like the U.S. model, they were designed for dependent students who would live at 
home, with minimal living expenses. With students older than 25, many of whom are going into 
postsecondary education for retraining, now occupying more than 50 percent of Swedish enroll- 
ments, the allowance for living expenses has proven inadequate, and some students now work 
part-time (Morris 1989). Some argue that the program itself is not to blame but that students 
have come to expect a standard of living higher than originally intended. Others argue that older 
students who arc often married with children need more aid to maintain a minimal standard of 
living, a situation for which the original loan program was not designed. 

Japan. Japan offers an intensely competitive combination of both nationally and privatelv sup- 
ported institutions. The national ministry provides full financial backing to its 229 national uni- 
versities and junior colleges, and provides research money to its 854 private universities and col- 
leges and 2,675 private special training colleges. "Private sector universities receive 63 percent of 
their income from tuition fees, whereas national universities receive 63 percent of theirs from the 
state" (Hough, In press, 2). 

In addition, the government funds at least in part the 2 million students— approximated 40 
percent of the 18- to 24-year-old cohort enrolled in 1989 (Clark 1992, and Kobayashi, In press). 
Although it provides a subsidy to students, it differentiates between public and private enroll- 
ments. In 1985. the government on average spent $5,212 per privately enrolled student compared 
to $10,258 per publiclv enrolled student (Hough. In press, 2). (The estimated United States 
aggregate federal aid in 1986 was $3,059 for a studenl attending a private four-year institutions* 
and S3.774 for the student attending a public four-year institution. 7 ) In 1982. the subsidy to stu- 
dents was frozen, and because tuitions have risen as much as 50 percent since then, greater finan- 
cial responsibility is falling on students, most of whom use loans to make up the shortfall. Initially, 
these government-subsidized loans were offered interest-free, but when costs exceeded expec ta- 
tions in 1984. the government instituted a 3 percent interest rate. Japan currently offers several 
loan plans scaled to income: interest-free for low-income families. 3 percent for higher-income 
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families, and an additional loan at 6.5 percent interest for students enrolled in high-cost pro- 
grams like medicine (Woodhall 1989). 

While general curricular standards for the national institutions are set by the Japanese gov- 
ernment, individual institutions set admissions standards and quotas and are autonomously gov- 
erned. Because attendance at the national institutions is free, admissions standards are individual- 
ly set, and employment status is closely linked to institutional status, admission to the national 
universities is intensely competitive. 

Partly because the country has transformed its economy from an agricultural to a postindus- 
trial nation, and partly because of the reputations of the quality of training throughout the 
Japanese postsecondary education system, unemployment is not a problem for the Japanese grad- 
uate. Approximately 80 percent are employed upon graduation, and 10 percent go on to gradu- 
ate school (Kobayashi, In press). In 1988, 71 percent of United States' graduates were employed 
the vear following graduation, whereas 13 percent had enrolled in either graduate school or a 
second undergraduate program (National Center for Education Statistics 1990, 132). 

Japan's system demonstrates the way a national financing system that funds only the elite 
(public) institutions creates a competitive system, effectively eliminating students 1 choice. Those 
who aspire to a certain career believe they must attend specific institutions. If they fail to be 
admitted, they still have many other institutions from which to choose, but few that will virtually 
guarantee them the career path they had intended. 

Another distinction is that, unlike any of the other countries discussed, Japan's educational 
system is founded in an essentially monoethnic, monolingual culture/ In terms of its ability to 
run an efficient educational system, it has a distinct advantage over other countries whose consti- 
tutions require them to conduct bilingual education or provide segregated systems/ 1 Japan's nar- 
rowly-focused system does have its limitations, which will be discussed in a later section. 

The United Kingdom. The United Kingdom enrolls k\>s than half of the students Japan enrolls 
and provides full governmental grants to students for both instructional and living expenses. 
According to Hough (In press, 2) only one university should be considered truly private, whereas 
another 46 are "nominally independent institutions but are in fact increasingly controlled by the 
Universities Funding Council." No student contribution is expected; parents are expected to con- 
tribute on the basis of ability to pay. and their expected contribution is deducted from a student's 
government grant (Bruce 1985). Attendance is closely tied to socioeconomic status; Hough (In 
press, 1) notes that *one-third of the children born into middle-class homes produce 80 percent 
of all university students." The program cost, which began at $434 million, had risen to SI ,423 
million in 1987; equhalent figures in the U.S. are $2 billion and S24 billion, respectively (Sttident 
Financial Aid, In press, 3). 
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Institutions arc funded through government grants, which are based on enrollments up to a 
maximum (Hough, In press). Until 1991, the government distinguished between its universities 
and the polytechnics; polytechnics received approximately mo-thirds the funding of a university. 
Because of increasingly vocal dissatisfaction from the polytechnics, all institutions are to be fund- 
ed equally; however, some are skeptical about the system's ability to maintain this level of financial 
support (Hough, In press). 

Trends in International Populations and Economies 

Most countries are experiencing a shift from rural to urban concenu-ations of population. This 
shift both reflects and creates changing economic and workforce needs, to either more industrial or 
post-industrial systems. As a result, as is the case in the United Suites, successful higher education svs- 
tems are perceived as those with the flexibility to incorporate new technology and new curricula. 
Funding will need to be directed not only to improving student access but also to retrofitting laborato- 
ries, classrooms and materials in light of these rapidly changing demands. Some researchers suspect 
that national funding will shift into the maintenance of higher education's physical plant and a\w 
from student support, wherever possible. 

A second trend will also strain current funding strategies: Most countries will continue to 
experience an increased demand for accc :s to higher education, both as industry's expectations 
for educational levels of employees rise, and as the eligible populations increase. Countries (hat 
currently provide full funding for students, either through low or no tuition or through full 
grants, will soon find the demand exceeding the availability of funds, as in the Netherlands. 
Countries will then have to decide whether to limit admission, reduce national support, institute 
fees, or initiate some combination of these. The exceptions to this trend are Japan, Finland, and 
to some degree, the United States. Japan enrolls approximately 40 percent of its available high 
school graduates, and that population is expected to decrease dramatically over the next 20 years. 
This, contraction of traditional students could dramatically affect institutions' funding as "the 
tuition fee is one of the major, or in some private institutions almost the single source of income" 
(Kobavashi, In press, 2). Unless Japan begins to incorporate adult students— a negligible popula- 
tion in current enrollments— female students and disabled students, it may find its institutions 
admitting less academically prepared students to fill enrollment gaps (Kobavashi, In press). 
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Future Trends for Higher Education Financing 

Regardless of the country, federal funding "is the means through which acc ess to higher education 
is achieved" (Merisotis 1991. 33). The dilemma for most countries appears to be just how much of the 
burden can be shifted between the national government and the student without disabling either the 
economic or educational svstems. Most countries are cautiously shifting some burden to students 
through loans, but the primary burden still remains with the national governments. Further, countries 
are in the earlv stages of soliciting additional funding from private industry. Although the United 
States' use of private industry is uneven (occuring most often within the community college system) 
and immature in its development, compared to the countries reviewed its use appears extensive. 

Some argue that the goal of balanced funding of higher education is to equalize oppoi utility and 
access among students, create an equitable sharing of costs based on benefits among sectors and 
strengthen institutions (Hansen 1989). Placing the primary responsibility on the national government 
strengthens institutions at the expense of institutional autonomy. National funding can also equalize 
access provided the svstem is large enough, and ironically, size appears to be the critical issue for most 
federallv-funded svstems. Unable to keep up with the demand for higher education, these countries 
now look to shift some of this responsibility elsewhere. 

While most governments are looked to first to fund postsecondary education (except voca- 
tional training), the student and parent are also required to contribute, at least to living expens- 
es, in most countries except the United Kingdom and Scandinavia. The United States and 
Canada reverse the priority and look to parents and students first. In addition, where financial 
assistance is provided to students for their share, loans subsidized by the government are being 
introduced or expanded. Income-contingent loans, which are standard in Scandinavian coun- 
tries, are increasing in popularity universally. 

Both (-hanging populations and changing economies contribute to the dominant movement 
in higher education finance — diversification of funding sources. We will soon witness, as is alreadx 
happening in the United States, greater emphasis on student loans rather than grants, an 
inn-case in student-faculty ratios, greater solicitation of support from philanthropy and industry, 
and from students in the form of fees, and an increased interest in enrolling overseas students 
who will pav full fare (Clark 19912). 

Similarly, countries are expected to continue to "reduce the level of public subsidies for higher 
education and shift more of the financial burden of tuition or maintenance to students and their fami- 
lies' (Student Financial Aid, In press, S). This trend is clearly evidenced in the U.S., where loans have 
supplanted grants as the major form ol support. 1 " The former West (iermanv icplaced giants with 
loans in 1984: Australia in 19S9: an' 1 the United Kingdom in 1990. Woodhalfs 19K3 World Bank 
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report found that more than 50 countries have implemented student loans within the last twenty years 
(Cronin 1987). How these loans are implemented continues to vary country to country, although all 
of the countries reviewed provide a longer grace period prior to beginning to repay a loan than does 
the United States (Cronin 1987). However, as Johnstone (In press) notes, "government" subsidies are 
really taxpayer subsidies, which appear in most countries not only in the form of assistance with living 
expenses but also in the form of public tuitions set well below the actual cost of instruction (as is the 
case in the United States, Canada, Japan and India). 

Concurrently, we will see an increased interest in privatization of some sectors of higher education. 
Although some countries resist giving private institutions equal status with national institutions 
becatise of their concern about quality (Japan, with respect to its private vocational schools, for exam- 
ple), some, like Brazil, may find that as demand for public education exceeds space, private institu- 
tions appear to meet the demand. In countries where national standards apply only to nationally-fund- 
ed programs, concerns about disparate levels of quality will appear. 

In conclusion, the Achilles heel of international funding models appears to be a failure of most 
systems to diversify in a number of ways: to include funding for vocational training; to include a variety 
of income sources; and to include a variety of student populations. Interestingly, the World Bank rec- 
ommends that governments continue to reduce their role in financing vocational education and 
transfer the responsibility to employers and the private sector, as Finland has done (Wilms, In press). 
Countries arc in varying stages of recognizing and responding to what will soon be a shortage of funds 
and a shortage of vocationally-trained workers. No one has mastered the problem, although countries 
with smaller enrollments appear to be making gains by retaining the bulk of responsibility with the 
national system for both higher education and vocational programs, and by instituting flexible, 
income-contingent loan programs with long grace periods for repayment. How countries with larger 
enrollments will manage lomains to be answered. 

Further, while most countries, both developing and established, fund higher education through 
their national governments, a wide range of institutional autonomy accompanies those funds. In some 
countries, the national government controls every aspect of higher education, down to approving 
books on a syllabus. In others, individual institutions are free to set all policies except those related to 
salary, as faculty are considered civil servants. Generalizations about the strengths and weaknesses of 
nationally-funded systems are difficult to make, then, other than that institutions give up some autono- 
my when the national government funds their program. Two critical questions remain: Could these 
institutions survive without that national support, and would students be able to afford postsecondarv 
education? Few of the countries reviewed are in favor of dramatically shifting the burden to students; 
they fear substantial consequences of lower attendance rates, which would have a debilitating impact 
on their economies, and less stable institutional income. 
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NOTES 

1. Although since 1987, individual institutional admissions criteria have been permitted provid- 
ed they meet national standards (Thiep, In press). 

2. Separate fellowships are available for members of "scheduled castes and tribes" in India, and 
campuses have constructed separate hostels to house them (Behar, In press). 

3. There are four private universities in Spain, all run by the Catholic Church. 

4. Current dollar figures for foreign aid are not available; however, Wagaw (1990, 113, 145) 
reports that between 1952 and 1962, the U.S. gave $2.15 million to a joint fund for Ethiopian 
colleges and that the U.S. Agency for International Development in 1969-70 contributed 
more than Si million Birr towards the cost of furniture in the new technical education build- 
ing at Haile Selassie University. 

5. A precise number of scientifically-oriented institutions in South Africa was not available. 

6. Students under the age of 36 have until their 51st birthday to repay the loan, while older bor- 
rowers have 15 years in which to repay the loan (Morris 1989, 89). Borrowers pay 4 percent of 
their income until the loan is repaid (Woodhall 1989). 

7. Comparable figures for the United States are difficult to find because aid is awarded on the 
basis of income and costs and is often presented by income without any relative percentages. 

8. The U.S. offers some education in Spanish and English. Canada by governmental decree 
offers instruction in French and English. Finland offers instruction in Finnish and Swedish, 
etc. In addition, each of these countries is home to significantly diverse ethnic populations, 
each presenting a greater diversity of educational goals and needs than is found in Japan. 

9. This observation is not meant to imply that there is no value in multicultural countries, only 
to point out the impact of Japan's cultural history on its ability to educate its population. 

10. Grants accounted for 66 percent of all student aid in 1970-71, 80 percent in 1975-56, and only 
47 percent in 1987-88 (Student Financial Aid, In press). 
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Table 1 



Country 



Cost of Student Living Cost of Instruction 

Room, board Books, supplies Tuition/fees Public &r 

Living costs educational costs Institutional 

funds 



United States 

Canada 

Vietnam 



Student/parent* Student/ parent* Student/parent* Institution/state 
Student/parent* Student/parent* Student/parent* Province 



National 



National 



National 



National 



United Kingdom National/parent National 



Brazil (public) 
(private) 



National 
Student** 



National 
Student 



National 

National 
Student** 



National 

National 
Institution 



India 

Spain (public) 
(private) 



Student 

Student*** 
Student*** 



Student 

Student*** 
Student*** 



Student (low) National 



Student*** (low) National 



Student* 



Institution 



Ethiopia 



National 



National 



National 



National 



South Africa 



National 



The Netherlands National 
(6 vear limit) 



National 
National 



National 



National 



National 



National 



Finland 



Sweden 



Student* 15 



Student** 



Japan (public) Student* 



Student** 



Student** 



Student** 



National 



National 



National 



Kr\: "combination of suhsuliml loans and grants; ** subsidized loans; national giai 



National 
National 
National 
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Table 2 



Comparative Enrollment and Investment in Higher Education 



Country 



United States 
Canada 

The Netherlands 
Japan 

United Kingdom 

Sweden 

Brazil 

South Africa 

Finland 

India 

Spain 

Ethiopia 



Percent of GNP 
spent on H.E. 



2.6 (1983) 
1.9 (1985) 
1.55 (1985) 
1.0 (1985) 
.9 (1985) 
.9 (1985) 
.7 (1985) 
.69 (1983) 
.61 (1985) 
.6 (1985) 
.4 (1985) 
N/A 



Percent of 18-24 
population enrolled 
(1986) 



49 
46 
28 
19 
19 
20 
9 
.07 
11.6 
8 
24 
.45 



1985 Higher ed. 
funding as percent 
of all education S 



39.4 

28.8 

26.4 

21.4 
19.8 
12.3 
19.6 
N/A 
N/A 
18.7 
14 
N/A 



S«mi«<-s: AH I MS tbu au ..ikon hom llaiiptnMii ri ..I UW»I>. H,ghr, Uu„,t,„« />/«v,./,f,OM «,„l l'a,(,,>p,,l„,u: \» hUe,,mn,„wl 
<\«iM/«mw.M. Anuri<.ui Council on F.dmalion Rrsraich BiicK Vol. 2 (li. 

ItWSAua an- laUn lion, llu- lollowinj-: South Aliica— Su-xn. In press; I nitccl Slaus-Watson. In pu ss. 
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Problems in Coordinating Federal Student 
Assistance with Other Federal Income Support 
and Human Resource Programs 

Laxvrence -V Gold 
INTRODUCTION 

cople who arc financially needy, who have lost their jobs, have disabilities, or who are 
members of particular groups such as veterans and Native Americans, may be eligible 
for more than one form of federal assistance if they pursue education and training at 
the posisecondarv level. A disabled single parent, for example, might be eligible to 
receive subsistence pavments through Aid to Families with Dependent Children (AFDC) and 
Food Stamps, and might also receive support for her education and training through the Title IV 
student aid programs as well as the federal vocational rehabilitation program. 

As this paper will show, the terms of program eligibilitv and the processes for receiving aid dif- 
fer substantially from program to program, and in some cases even conflict with one another. 
There is little coordination among initiatives. Even within a single program, eligibilitv criteria and 
processes mav differ dramatically from state to state, or even from caseworker to caseworker. 

Put together, these inconsistencies can constitute a time-consuming, difficult, sometimes insu- 
perable obstacle course for potential beneficiaries and a major hindrance to coordinating ser- 
vices efficiently. Through an investigation of practices in five human service programs— Food 
Stamps, AFDC, Job Training Partnership Act (JTPA), vocational rehabilitation, and veterans edu- 
cational benefits— this report will examine some of the chief hurdles to coordination, the 
attempts of some officials to straddle them, and the consequences of these policies to individuals 
and families. Areas will be delineated for prospective recommendations by the Commission for 
improved program performance. 

Finally, the report will look at a broaden related concern— the extent to which a variety of 
laws, program guidelines and administrative practices in federal human service programs serves 
to discourage beneficiaries of these programs from pursuing posisecondarv education. Despite 
the fact that posisecondarv graduates rarely require further income support or training from the 
federal government, programs such as welfare and vocational rehabilitation often seem hostile <o 
higher education for their clients. The Commission mav wish to assess whether, and how. it might 
choose to weigh in on issues of this nature. 
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Case Study: Food Stamps 

The Food Stamp program provides coupons (Food Stamps) to supplement the food-buying 
power oflow-income households. The Department of Agriculture \s Food and Nutrition Service 
administers the program nationally. The program is administered locally by the state welfare 
agencies. The federal government pays for approximately one-half of the cost of running the pro- 
gram, while the states and some local governments pay the rest. 

In 1991, the program provided more than SI 7 billion worth of Food Stamps to an average of 
22.6 million people a month. In general, a family may be eligible for Food Stamps if its available 
income is no more than 30 percent above the government-determined poverty level. People usu- 
ally apply for Food Stamps at the state welfare office, where they complete an application and are 
interviewed. The eligibility process varies from state to state. In general, a formula is used to 
determine eligibility and allotments much like an income tax return (i.e., income minus a list of 
deducted items that will not be counted as income). 

Applicants who also want to pursue postsecondary education face three particular hurdles: 
First, the program imposes extra eligibility requirements on students. Second, any educational 
expenses paid by the student are not excluded from his or her income in assessing eligibility. 
Third, a portion of any Title IV financial aid received by the student, even loans, may be counted 
as income for Food Stamp purposes. These impediments are exacerbated bv inconsistent pro- 
gram administration and documentation requirements. 

Special Eligibility Requirements for Students 

The law imposes special requirements on individuals seeking Food Stamp assistance who also 
want to attend school. These requirements, enacted out of a concern that college students from 
affluent families might qualify for aid, have been updated a number of times over the years, most 
recently in 1991 (PJL 102-327). 

Under the Food Stamp Act (7 USC 2015(e)), physicallv and mentally fit students between the 
ages of 18 and 50 enrolled at least half-time in an institution of higher education must meet cer- 
tain requirements in addition to the financial needs test. In order to qualify for Food Stamps, stu- 
dents must either be: 

1. Assigned to or placed in an institution of higher education through JTPA, the Food Stamp 
employment and training program, section 236 of the Trade Act of 1974 or a similar state 
or local program approved by the Agriculture Secretarv; or 

2. Employed at least 20 hours per week, or participate in a state or f ederal work-study program 
during the school vear; or 



87 



3. A parent with responsibility for the care of a dependent child under age 6, or a dependent 
child above age 5 and under age 12 for whom adequate child care is not available; or 

4. A single parent, enrolled full-time in an institution of higher education, with responsibility 
for the care of a dependent under age 12; or 

5. Receiving AFDC or enrolled in the Work Incentive Program (WIN) under Title IV of the 
Social Security Act. 

These requirements may have been designed to prevent wealthy college students from taking 
advantage of the Food Stamp program, but, as a practical matter, the effect has more often been 
to prevent Food Stamp recipients from going to college. A recent study (Rosen, 1986) found that 
"categorical Food Stamp prohibitions against postsecondary education enrollment prevent the 
vast majority of Food Stamp recipients from attending college. One in 500 recipients (0.2 per- 
cent) meets the program's stringent test for college enrollment." 

The employment requirements are particularly problematic for a number of reasons. For one 
thing, individuals who work a 20-hour week, as required, usually need to reduce their course load 
to accommodate their work hours, which only has the effect of causing them to stay in school- 
and to need Food Stamp sipport— for a longer time. 

Second, and not surprisingly, it is often impossible for these individuals to obtain 20-hour-per- 
week jobs. Under the existing rules, people who cannot find a 20-hour-per-week job will lose their 
Food Stamps if they try to go to college, but they will continue to receive Food Stamps if they 
forego college and simply remain unemployed at home. 

Third, with limited College Work-Study funding, many people certified as eligible for the pro- 
gram by their colleges are not able to receive benefits, even if they are ready and willing to work. 
Their only alternatives, under existing rules, are to forego benefits to stay in college, or to forego 
college and continue receiving Food Stamps. It is hardly surprising that they more frequently 
choose to retain the Food Stamps and defer the education. 

Income Deduction Rules 

In assessing eligibility, the program allows applicants to deduct a number of items from their 
income. These include: (1) a standard cost-of-living deduction; (2) an earned income deduc- 
tion: (3) dependent care deductions (not to exceed S160 per dependent); and (4) a qualified 
medical deduction. 

People who wish to become students, however, cannot deduct from the income calculation 
any of their own money that they spend on tuition, fees, books and other college expenses. 
Since monies spent on education are not available for general support purposes, it can be 
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argued that documented personal expenditures for education ought to be included among the 
deductible items. 

Coordination With Title IV Aid 

Section 479B of the Higher Education Act says that funds received by students under the Title 
IV financial aid programs should not be counted as income for the purposes of other federal pro- 
grams if the aid is made available by the institution to cover tuition and mandatory fees, books, 
supplies, transportation and other miscellaneous personal expenses (other than living costs) such 
as laboratory costs for chemistry majors. 

Any Title- IV financial aid that cannoi be attributed to these expense categories counts as 
income because it is assumed that this money can be applied to room, board or child care. Even 
obtaining a student loan, which must be paid back, will count against an individual's Food Stamp 
eligibility unless it can be demonstrated that the loan was entirely applied to the expense cate- 
gories designated in the Higher Education Act. 

The new Food Stamp law provides two ways to determine how much of the aid is earmarked 
for educational expenses and how much should be counted as income. Either the institution 
must provide a written certification to the Food Stamp office of how funds are intended to be 
used or, if the institution does not do this, students can seek an exclusion based on retained 
receipts. Students may also provide verification when they disagree with the institution's delin- 
eation of expenses. 

The new provision has not had time to be fully implemented, but improvement is hoped for 
because the previous administration in this area was marked by conflicting policy memos from 
the national office and tremendous variability in stat > practice. As a New Mexico program policy 
specialist noted in a recent study, "Because. ..there is very little guidance on what should be 
allowed, much is left up to the states, and to a large extent the caseworker, and then it depends 
on what side of the bed the caseworker got up on... Quality control reviews cases and very rarely 
finds a correct case (Gold 1990)." 

Even with clear direction and the best of intentions on all sides, disparities are inevitable among 
local Food Stamp caseworkers and campus financial aid officers in figuring out which school-relat- 
ed expenses to exclude from income, and which to count, in assessing Food Stamp eligibility. 

For example, should lunch in the middle of a school day be considered a "miscellaneous 1 ' 
educational cost, in which case it does not count against Food Stamp eligibility, or as a living 
expense, which counts as income for Food Stamp purposes? Or, if someone receives a $2,400 Pell 
Grant to attend a school where the tuition is SI, 500, should the remaining $900 be considered an 
allowance for books and transportation, in which case it does not count against Food Stamp cligi- 
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bility, or should $400, or S500, or $600, be counted toward books and transportation with the 
remaining amount considered a living cost allowance, in which case the remainder counts against 
Food Stamp eligibility? 

Questions of this sort arise all the time and certainly will continue to do so as long as the law 
distinguishes between "educational" and "living" expenses and applies a portion of student finan- 
cial aid to both categories. 

Case Study: Aid to Families With Dependent Children 

Under the Aid to Families with Dependent Children (AFDC) program, the federal govern- 
ment provides matching grants to the states for the purpose of making subsistence payments to 
poor families in which at least one parent is deceased, absent or incapacitated, or the main wage 
earner is unemployed. Authorized under Title 1V-A of the Social Security Act, the program is 
administered by the Department of Health and Human Services, but there is a great deal of state 
autonomy concerning eligibility and benefit levels. 

In August 1991, AFDC served about 4.5 million families or 13.5 million people, two-thirds of 
whom were under age 18. In 1990, AFDC benefits totalled S18.5 billion, of which S10.1 billion was 
federally paid. Potential AFDC recipients apply for the program at state welfare offices, where 
caseworkers assess eligibility and describe the conditions under which aid may be received. 

During the 1970s and 1980s public policy observers and politicians on both sides of the aisle 
began to realize that funneling small subsistence payments to welfare mothers wouli not help 
them or their children permanently break the cycle of poverty. A consensus developed that the 
welfare system should be reorganized to foster long-term self-sufficiency by placing AFDC recipi- 
ents directly in jobs or in education and training. 

AFDC and Postsecondary Education 

Prior to the Family Support Act of 1988, most AFDC recipients were required to tell their wel- 
fare caseworkers of any education and training activities in which they were engaged. If the case- 
worker found that the education and training was not approved by the state for AFDC. the welfare 
recipient could be told to choose between abandoning the training and losing AFDC benefits. In 
addition, a small federal program (WIN) provided funds to support approved training. 

At that time, the states had flexibility to approve higher education as a training option for 
AFDC recipients. However, in practice postsecondary education was rarely approved and often 
opposed. As a matter of policy, many states did not allow higher education altogether; others pro- 
vided little information about it and tended to allow only short-term, job-focused training. 
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Studies found that AFDC recipients who wanted to pursue postsecondary training, particular- 
ly individuals who wanted to attend a four-year college, generally were told that their goals were 
educationally unrealistic and fiscally irresponsible. In some ways, this resistance may seem surpris- 
ing. For one thing, student aid was available to meet tuition costs. For another, it has been 
demonstrated that welfare recipients who get a college education almost never return to public 
assistance. (In fact, studies show that the most important characteristic of women able to earn an 
adequate income is a high level of education.) 

Why, then, the antipathy to postsecondary education? Most important, it seems, is the fact 
that it takes a comparatively long time to go to college, and as long as the welfare system rewarded 
quick closure of cases, welfare workers were sure to promote short-term options such as low-kvel 
jobs and narrow training, and to frown on longer-term options like postsecondary education. As a 
result of these practices, welfare recipients— even those with a better-than-average education 
background— rarely considered postsecondary education an option, and those who attended col- 
lege often hid the truth from their caseworkers. 

The 1988 Family Support Act was enacted "to revise the AFDC program to emphasize work, 
child support, and family benefits... [and] to encourage and assist needy children and parents 
under the new program to obtain the education, training, and employment needed to avoid long- 
term welfare dependence." 

The act created a new JOBS program, which greatly increased federal funding for state- 
approved education and training activities, and it established a right to child care for those in 
such training. In terms of postsecondary education, the law made significant changes. 

1. If the individual was in a postsecondary program before enrolling in the welfare JOBS 
program, the education would be considered a "self-initiated" JOBS activity. If the wel- 
fare officer agreed with the student that his or her course of study constituted an appro- 
priate training program, the individual would have a right to complete the training with- 
out losing AFDC benefits. AFDC would not have to contribute to the person's education- 
al expenses under these circumstances but would be obligated to provide child care, 
transportation and other ancillary services that were not otherwise provided for (as 
described below). 

2. Postsecondary education was explicitly listed as one option to which the state, at its 
discretion, could assign welfare recipients for training under the JOBS program. In this case, 
JOBS funds could contribute to the individual's educational expenses as well as providing 
child care, transportation and ancillary services. 

It should be noted again that the law says only that the states may consider college as "satis- 
factory participation in the program." The provision imposes no obligation on the stales to 
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approve postsecondary training, and the law in general does little to alter the basic ethic to get 
people off the welfare rolls quickly. 

Regulations issued in 1989 by the Department of Health and Human Services attempt to fur- 
ther discourage the postsecondary option. The regulations preamble, for example, declares that 
"[s]horter programs leading to specific occupational goals are preferable to longer education 
programs that may have far less specific employment goals (Federal Register, Vol. 54, #197, 
October 1989)." 

State-reported data indicate that there has probably been an increase in permitting postsec- 
ondary education for AFDC recipients since enactment of the 1988 law. (How much of an 
increase is impossible to say, because the data prior to 1988 are extremely sketchy.) A few states 
report 10 percent, 20 percent, or even more of their AFDC recipients in approved postsecondary 
activities. (The data do not show whether this constitutes short-term or long-term postsecondary 
training.) 

However, in the absence of a more affirmative legal mandate to approve college, more positive 
regulations or a charge in the ethic of quick case disposition, most experts still consider it unlikely 
that state approval practices for higher education will change dramatically under the new law. 

Student Aid and AFDC 

Section 507 of the Higher Education Amendments of 1968 provided that "lf]or the pur- 
pose of any program assisted under Title I, IV, X, XIV, XVI, and XIX of the Social Security Act, 
no grant or loan to any undergraduate student for educational purposes made or insured 
under any program administered by the Commissioner of Education shall be considered to be 
income or resources." 

At the same time, as noted above, Section 479B of the Higher Educat ion Act of 1986 exempts 
only the portion of Title IV made available for tuition, fees, books, supplies, transportation and 
miscellaneous personal expenses when determining eligibility "under any program funded in 
whole or in part with federal funds." 

Both provisions currently have legal force; the question is how to interpret them. Under one 
interpretation, the more restrictive language of Section 479B would apply to eligibility determi- 
nations under all federal programs except those Social Security Act programs specified in the earlier 
statute. Under this interpretation of the law, Title IV student aid benefits would not be counted 
toward AFDC eligibility, because AFDC is one of the Social Security Act programs specified in 
the earlier statute. 

However, in June 1991. HHS put forward another interpretation. Under the HHS interpreta- 
tion (45 CFR Part 233), the more restrictive language in Section 479B should apply to Title IV vis- 
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a-vis all other federal programs, including AFDC, and the earlier blanket exemption applies to 
any Education Department program other than a Title IV program. Under this construction, about 
the only Education Department program exempted as income for AFDC purposes is a small pro- 
gram to encourage minority participation in graduate education. 

As a result of the HHS ruling, welfare recipients today must document their education-related 
benefits under Title IV grant and work-study programs in the same way as do Food Stamp recipi- 
ents. Unlike the Food Stamp program, however, HHS regulations explicitly exempt loans received 
under Title IV or any other program as income or resources in determining AFDC eligibility. 
Earlier regulations left it up to the states to decide whether or not to exempt loans, but an 
adverse court decision prompted the blanket exemption. Non-federal sources of public or private 
aid may *>r may not be counted as income at the state's discretion. 

As noted in the section on Food Stamps, there are continual, and inevitable, disparities 
among welfaie caseworkers and campus aid officers in determining which school-related expens- 
es to count in assessing welfare eligibility and how to apportion aid among the allowable cate- 
gories. As Dunkle (1988) notes. 'Two AFDC recipients attending the same college, with the same 
income, the same number of children, the same educational costs, the same student aid funding, 
and even the same caseworker" can wind up being treated differently under the eligibility system 
now in place. 

Case Study: JTPA and Related Programs 

The Job Training Partnership Act (JTPA) of 1983 provides jobs, education and training to 
help low-income youth and adults, including displaced workers, find "permanent self-sustaining" 
employment. JTPA is funded entirely by the federal government and operated through the states 
and local delivery systems. About S3.6 billion was expended in fiscal 1990 to enroll about 11 mil- 
lion participants. 

Most JTPA funds reach the states as block grants. The states, in turn, are responsible for the 
allocation of funds to "service delivery areas" (SDAs). The SDAs contract with employers and 
organizations such as public schools, trade schools and community colleges to train people for 
jobs in the local economy. Spending decisions within the SDA are made by a private industry 
council (PIC) consisting of representatives of business, government and labor (but generally 
dominated by business). 

Use of Student Aid by JTPA Participants 

JTPA law permits SDAs to assign participants to training in a postsecondarv institution. The 
law also states (sections 141 (b) and 107(b)) that JTPA funds can only be used to provide services 
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w in addition to those which would otherwise be available." Thus, if a JTPA enrollee is assigned to a 
postsecondary institution, and the enrollee is also eligible for some form of Title IV student aid, 
the two forms of aid can contribute to the training. 

Pell Grants. People who enter into postsecondary training under JTPA may also be eligible for 
a Pell Grant if they meet the Pell Grant financial need criteria, if the training institution is certi- 
fied for Title IV participation, and if the educational program is at least six months (or 600 clock 
hours) long. 

In recent years, Department of I^ibor administrators have issued guidances that encouraged 
the SDAs to (1) have qualified participants apply for a Pell Gi ant and thereby employ Pell Grant 
funds to offset JTPA outlays; and (2) promote greater coordination between JTPA and student aid 
to address concerns about overlapping funding and double billing. In this regard, the SDAs were 
encouraged to assure that: 

1. Student aid eligibility determinations are made known to the SDA; 

2. Schools do not receive JTPA funds to pay for training and then an overlapping payment 
through the Pell Grant for tuition and fees to cover the same training; and 

3. Prospective JTPA participants agree to release student aid information to the SDA that 
would otherwise be confidential under the Higher Education Act. 

A special complication arises in cases where JTPA programs use performance-based contracts. 
These are contracts under which schools receive full payment only after participants have success- 
fully achieved outcomes specified in the contract. In an arrangement of this nature, students are 
not liable to return any tuition or fees to the school if they fail to complete the training or achieve 
the desired outcomes. This differs from the typical student-school relationship presupposed by 
the Pell Grant program, under which the student is personally liable to pay tuition up front and 
can get back only part of the tuition if lie or she drops out toward the beginning of the course. 

Because students are not paying tuition in the usual sense when they participate in a perfor- 
mance-based program, the Labor and Education Departments both have ruled that the Pell 
Grant computation for these students should not include tuition and fees. In this case, the Pell 
Grant can only cover the nontuition educational and living expenses (such as books and trans- 
portation) specified in Title IV. This restriction does not apply to contracts that are not perfor- 
mance-based, in which tuition and fees can be assessed under normal payback rules and, there- 
fore, the Pell Grant can cover these expenses. 

Campus-hased/Loan Programs. The Labor Department has issued advisories to the SDAs about 
coordinating SEOG and College Work-Study with JTPA thai roughly parallel the Pell Grant advi- 
sory. Loans pose more of a problem. The Department cannot prohibit JTPA trainees from obtain- 
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ing loans if they meet the requisite criteria. However, the Department has advised SDAs about the 
loan repayment problems of those who move into entry-level jobs and has urged the SDAs "to 
consider these implications... in putting together a program of financial assistance which may 
result in burdensome obligations for the participant upon program completion." 

The Labor Department published draft guidelines in January 1991 (Federal Register Vol. 56, 
No. 2) to address a variety of JTPA-student aid coordination issues and to remedy confusion in 
the field, particularly about whether or not tuition expenses could be offset by the Pell Grant. 
The guidelines were controversial from the outset, with some believing that they went too far in 
encouraging the use of Pell Grants to offset JTPA expenses and others expressing concern about 
the capacity of SDAs to monitor student aid behavior. The Department has submitted to OMB a 
revised draft, which is under review. 

Finally, although serious attempts have been made to integrate student aid and JTPA, it 
should be noted that relatively little JTPA training goes on at the postsecondary level. Most of 
what does take place by way of postsecondary education is based in short-term proprietary school 
programs rather than in longer-term community college programs. 

A number of conditions serve to discourage community college participation. First, the peo- 
ple making most local funding decisions — the business-dominated private industry councils— 
often voice distrust concerning the practical payoff of long-term training in terms of usable on- 
the : job skills. Second, a number of localities restrict their JTPA programs to an "open entry/open 
exit" model— that is, a program in which individuals can be added to a class or drop out at any 
point in the process. This, of course, is contrary to the way in which community colleges typically 
operate. Third, in many localities JTPA operates on a strict no-credit system in relation to commu- 
nity colleges. In fact, adults who wish to return for advanced training often find they cannot 
receive credit to which they might otherwise be entitled for their earlier JTPA work. 

The Trade Adjustment Assistance Program 

The Trade Adjustment Assistance for Workers (TAA) program, first authorized under Title II 
of the Trade Act of 1974, provides cash payments (called trade readjustment allowances, or 
TRAs) as well as support for training to workers who lose their jobs, or whose hours of work and 
wages arc reduced because of increased imports. In fiscal 1991, about 60,000 workers received 
S71 million in benefits. 

Usually, TRA benefits are paid only to workers who participate in a training program 
approved by the state unemployment office, which administers the program. The state agency 
first attempts to find no-cost training for the individual. If that is not available, the agencv can 
enter into training agreements with public or private providers, which can include postsecondary 
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institutions. As in the case of JTPA, the question then arises of what to do if TAA trainees are also 
eligible for a Pell Grant or SEOG. 

The Labor Department evolved a three-part policy to deal with this issue (General 
Administrative Letter 1-88, US Department of Labor, Employment and Training Administration, 
December 2, 1987), which states: 

1. If the Pell Grant is applied entirely to tuition and fees, and none of it is disbursed directly 
to the student, then no part of the Pell Grant is deducted from the individual's TRA bene- 
fits, TRA benefits may continue to full term, and any costs of training not covered by the 
Pell Grant shall be paid with TRA program funds. 

2. If only part of the Pell Grant is retained by the institution for tuition and fees, and the rest 
is disbursed to the student, weekly TRA benefits are reduced by the amount of the Pell 
Gram that is disbursed to the worker. 

3. If the entire Pell Grant is disbursed to the student, and the student is therefore responsible 
for paying the costs of training and other related expenses, the TAA agency may choose 
either (a) to consider the portion of the Pell Grant devoted to tuition and fees as a "direct 
payment" for training, in which case TAA will pay only for approved training expenses 
above and beyond that level or (b) to consider the Pell Grant an all-purpose payment to the 
worker, in which case TAA. will pay all training expenses, but the individual's weekly TRA 
benefits will be reduced by the amount of the grant funds received by the worker. 

TAA administrators report that the 1987 policy standards may be needlessly complex, and, in 
any event, that there is widespread confusion in the field about implementation. A revised policy 
advisory is currently under development. 

Job Training 2000 

Finally, it should be noted that the President's fiscal 1993 budget proposal put forward the 
job Training 2000 initiative, designed in part to "streamline the maze of federal job training pro- 
grams currently dispersed across numerous federal agencies and create a one-slop shopping cen- 
ter to serve individuals and employers more effectively." 

One of the announced aims of the initiative is to coordinate the local delivery of more than 
$11 billion in vocational/technical education services currently provided under JTPA, Perkins 
postsecondary vocational training, the Adult Education Act, and Food Stamps employment and 
training, as well as Pell Grants and Guaranteed Student Loans. 

Details of the plan are still under development by Administration officials, but the intention is 
to try to coordinate most education and training services through the JTPA system of SDAs and 
PIGs. Job Training 2000 also envisions the creation of a new training voucher program, presumably 
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replacing some or all existing programs in this area. Some $2 billion in vouchers to participa: in 
PIC-certified programs would be issued, which would cover up to 90 percent of the cost of training. 
As previously noted, it is envisioned that Pell Grants and Guaranteed Student Loans would be 
coordinated with new and existing programs, but specific plans have not yet been developed. 

Case Study: Vocational Rehabilitation 

The Federal Rehabilitation Act of 1973, as amended, provides matching grants to the states 
(80 percent federal/20 percent state) to establish vocational rehabilitation (VR) programs that 
meet the "needs of individuals with handicaps so., [they] may prepare for and engage in gainful 
employment to the extent of their capabilities." In FY 1991, almost 1 million clients were served 
by the program, and about SI .6 billion was allocated to the states. 

The program is administered at the federal level by the Rehabilitative Services Administration 
(RSA) in the Department of Education. Federal law mandates that state VR agencies provide eval- 
uation, counseling, training and job placement. The training may take place at a postsecondary 
institution. In fiscal 1989, RSA reported that about 11 percent of VR participants were being 
trained at the postsecondary level, at a cost of about SI 15 million. 

Most of the details in carrying out VR programs are left to the states and set out in state policy 
plans. Under VR, disabled individuals go to a local office of the state VR agency, which assesses 
the individual, determines the most appropriate form of training and provides funds, if necessary, 
to support it. 

Three factors determine eligibility. First, the individual must fit in one of the legally-set cate- 
gories of physical or mental disability. Second, the disability must present a "barrier to employ- 
ment" (an applicant may be sent to a hospital or private doctor for an evaluation of employabili- 
ty). Third, there must be a reasonable expectation that training services will result in employ- 
ment. In some states, financial need is assessed as an eligibility criterion. 

Coordination of VR and Student Aid 

For disabled students attending postsecondary institutions, the VR program intersects with 
Title IV financial assistance programs in three ways. First, the Rehabilitation Act requires that 
training services in higher education institutions cannot be paid for with VR funds until a maxi- 
mum effort has been made to secure grant assistance from other sources to pay for the training. 

Second, after this step is taken, VR funds can pay for: (1) special costs for services related to 
the individual's handicap (hat are needed in order for the student to attend school; (2) financial 
need not covered by other sources; and (3) any form of self-help aid (loans and employment) 
indicated in the financial aid package. 
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Finally, the Higher Education Act (sections 41 1F(5) and 472(8)) requires that the "cost of 
attendance" computation for financial aid purposes should include "expenses related to a stu- • 
dent's handicap" that are not provided for by other assisting agencies. 

Officials of the RSA and the Office of Student Financial Assistance at the U.S. 
Department of Education have developed a number of memoranda of understanding over 
the years, most recently in August 1991, "to form working principles... on the coordination of 
financial aid for VR clients attending postsecondary institutions." The following procedure 
has been agreed to: 

1. The VR client applies to the educational institution for student financial aid as a condition 
of receiving VR training services. The college financial aid administrator determines the 
student's allowable expense budget exclusive of costs related to the student's handicap, as 
well as the amount of expected family contribution. 

2. Based on this information, the institution determines the initial awaits of student financial 
assistance and notifies the student and the VR agency. (The Education Department recom- 
mends that state VR and college officials develop a shared form for this purpose.) 

3. The \H caseworker identifies special costs for services related to the client's handicap that 
are needed to enable the student to attend school. If comparable services and benefits are 
not otherwise available, VR dollars may be committed to: (a) these handicap-related costs 
(b) financial need unmet by Title IV student assistance or (c) any form of self-help aid 
(loans and employment) indicated in the financial aid package. VR communicates this 
information to the school on an agreed-upon form. 

4. The financial aid administrator adds to the costs of attendance any expenses related to the 
student's handicap identified, but not provided, by VR, and determines the student's finan- 
cial awards based on the revised costs. 

Interviews with a number of federal officials, campus aid officers and VR administrators indi- 
cate that these procedures work in the field about as well as can be expected, given the legal com- 
plexities. Two types of problems were reported. One concerned student loans; some states 
require that students avail themselves of Title IV loan assistance before VR funds are committed. 
States are entitled to do this under the law, although most states do not follow this practice, and 
RSA discourages it. Problems also arise when there is not enough time between the submission of 
the student's application and the beginning of classes to process materials back md forth 
between the college and the VR office; one official indicated that a few months arc needed to do 
the job properly. 



'U l.i, 



98 



ERIC 



Approval of Postsecondary Education 

Coordination aside, states vary greatly in the extent to which they permit VR beneficiaries to 
be trained at the postsecondary level. While some states make extensive use of postsecondary 
education, the Campus Roadblock study (Gold 1990) found that the states and local VR counselors, 
hungry for quick closure of cases and perhaps underestimating the potential of their clients, 
often made it difficult for VR applicants to get college-level training. 

The VR program is structured in a way that rewards states that employ the quickest possiHe 
training options. VR clients employed for at least 60 days constitute what the RSA calls "Twenty- 
Six Closure," which means that the case is closed and the client is "rehabilitated." Assessing a 
state's number of case closures is one criteria for evaluating the success of the state's VR program. 
As Jay Rochlin, executive director of the President's Committee on Employment of People with 
Disabilities, put it in Campus Roadblock, 'The VR system is driven by closures— that's how they are 
evaluated and that is how they are funded." 

Counselors, too, are evaluated on their number of case closures. Bill Butler of the National 
Network of Learning Disabled Adults said, "Counselors must receive a certain number of closures 
to get good grades. They have a lot of latitude and this flexibility allows them to say no to clients." 

Postsecondary education, of course, is usually not the fastest way to train people and close 
cases, even if it may offer the best prospect of long-term self-sufficiency. Not surprisingly, then, 
pressures for quick closure can drive counselors to disallow or discourage postsecondary educa- 
tion, especially for students with serious handicaps who require extensive services. 

Vocational assessments conducted at the local level usually deal with the client's ability to 
"handle tools" or "physically do certain things," while scholastic aptitude is not typically explored 
and college is rarely mentioned unless the /.ient brings up the subject. Program practi^ varies 
considerably. The more overtly job-focused the training, the better the likelihood that it will be 
approved. At the college level, Sharon Mistier of the Independence Center of Northern Virginia 
reported in Campus Roadblock, 'They don't like to fund philosophy degrees, and while one coun- 
selor may allow someone to study anthropology, another counselor may not. The regulations 
allow either." 

Case Study: Veterans Educational Benefits 

The Department of Veterans Affairs administers three programs that provide educational ben- 
efits to veterans and their families. 

The Dependents Educational Assistance Program (DEAP) provides monthly payments for 
education and training to the spouses or children of POWs, MI As or veterans dead or disabled for 
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service-related causes. The Veterans Educational Assistance Program (VEAP) provides monthly 
education or tiaining payments to people who served more than 180 continuous days since 
1977. Service members make monthly contributions while on active service, up to a maximum 
of $2,700, to participate. 

New contributions to VEAP were curtailed in 1987, when the Montgomery GI Bill went into 
effect. The Montgomery GI Bill now provides monthly education and training benefits based 
on the length of time spent on active or reserve duty by members of the Armed Forces who 
began their service since 1985 (as well as some Vietnam veterans). Service members contribute 
about $1 ,200 toward their benefits during the first year of service. 

Tne veterans educational benefit programs do not count other forms of financial aid, 
whether from Title IV or other federal or non-federal sources, in determining an individual's 
eligibility or the size of benefits. 

However, the amount of veterans benefits received by an individual can affect eligibility for 
Title IV assistance. The way in which veterans benefits are counted differs between the Pell 
Grant program and the other Title IV programs. The rules also differ between aid applicants 
from families with incomes of about $15,000 or less, who fill out a simplified financial aid appli- 
cation, and other aid applicants, who fill out a more complete statement. 

Pell Grants. For applicants who fill out a complete student aid application, one-half of any 
benefits received under the Dependents Educational Assistance Program (DEAP) will be 
counted as untaxed income in determining the individual's Pell Grant eligibility. For the low- 
est-income applicants who fill out a simplified Pell Grant application, none of the DEAP bene- 
fits are counted. 

Any aid received under the other two DVA educational assistance programs— VEAP or the 
Montgomery GI Bill— are not counted, in whole or in part, toward Pell Grant eligibility. On the 
other hand, any noneducational benefit programs funded by DVA are counted as unearned 
income for student aid purposes. 

Other Title IV Programs. Essentially all DVA benefits arc counted in determining eligibility for 
the other grant, loan and work programs. They are counted either as part of the family contri- 
bution formula, or in another part of the aid application as a financial resource. 

In short, half of DEAP benefits are counted toward Pell Grant eligibility (but only for those 
who do not fill out the simplified applications) ; VEAP and Montgomery GI Bill benefits do not 
count at all towards Pell Grant eligibility; and all DVA programs count in one or another part of 
the formula towards eligibility for the other Title IV programs. 
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New Policy Directions 

Amid the tangle of laws, regulations, guidelines, and administrative idiosyncracy that pervade 
our case studies, two overarching themes emerge. The first theme is that the jerry-built nature of 
federal program requirements creates an obstacle course that can prevent the neediest students 
from seeking higher education and can impede the efficient use of federal resources. 

In the case of Food Stamps and AFDC, relatively arcane distinctions between one kind of edu- 
cational cost and another can mean the difference between food for the family, on the one hand, 
or a decent education on the other. Taking a loan, which must be paid back, can make a Food 
Stamp recipient appear too "rich" for further support. 

In the case of job training programs, expenditure decisions turn on whether aid checks went to 
the student or the school, or whether the school was paid at the beginning of the training or the end. 

Aid applications seesaw a minimum of three times between rehabilitation counselors and 
campus aid officers in an Alphonse and Gaston game of who-will-geMhe-other-program-to-pay-for- 
benefits-before-I-have-to, and a portion of GI benefits count towards student aid eligibility for one 
program but not another and for some beneficiaries but not for others. 

The second theme emerging from the case studies is an antipathy toward permitting human 
service program beneficiaries to participate in postsecondary education, an antipathy that is 
sometimes reflected in law but more often in administrative practice. We saw how the push to 
produce short-term results, to close cases quickly, often leads caseworkers to discourage postsec- 
ondary education, or to prohibit it altogether. This may be exacerbated by an underlying attitude 
that welfare, Food Stamps, JTPA and rehabilitation beneficiaries should keep their sights low and 
their aspirations modest. 

If a decision were made to reverse these trends — to streamline services and encourage a more 
positive attitude toward postsecondary education in federal human resource programs — there are 
a number of ways in which current laws, regulations and program practices could be changed to 
achieve this result. Some of them are outlined below. 
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Smoothing the Obstacle Course 

The following seven proposals serve as a smorgasbord of ideas to coordinate the relationship 
between student aid and other programs. While some proposals are more technical than global in 
tone, their combined impact on individuals and families could be considerable: 

Automatically Grant Student Aid Eligibility to Beneficiaries of Other Federal Human Service Programs. It 
is generally accepted thai the student aid system must know about, and count, any benefits an 
individual receives under government aid programs, whether for subsistence (such as AFDC or 
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Food Stamps) or training purposes (such as JTPA and vocational rehabilitation), in determining 
eligibility for Title IV grants or loans. To do otherwise would streamline the delivery process, but 
it would also mean that important sources of support would go uncounted. 

Rather than not counting benefits altogether, it has been suggested that the student aid pro- 
grams consider eligibility for certain poverty-based human service programs, such as AFDC or 
Food Stamps, as granting automatic eligibility for Title IV aid. Under this plan, beneficiaries of 
these poverty-based programs would simply indicate that fact at the top of their student aid appli- 
cation (certified bv the appropriate agency), and they would qualify for aid. 

Advocates of the plan point out that there is a 92 percent conformance between AFDC and 
Pell Grant eligibility. Thus, they maintain, any danger of providing student aid to the wrong peo- 
ple is far outweighed by the benefits of streamlining the eligibility process. 

Despite its attractiveness, the automatic eligibility idea has been opposed both by the U.S. 
Department of Education and by Congressman William D. Ford, chairman of the House 
Education and Labor Committee. The Department opposes the idea because AFDC eligibility cri- 
teria vary greatly among the st tes, and, thus, there would be no guarantee of uniformity in eligi- 
bility determinations under this procedure. Congressman Ford opposes the idea because he 
believes political support for federal student aid would diminish if the programs were seen as 
"another welfare program" rather than as an investment in educational opportunity. 

Instead of automatic eligibility, the House version of the 1992 Higher Education Amendments 
institutes a "bypass" on the student aid form. Under this procedure, individuals who do not utilize 
the 1040 long form, or who receive an earned income tax credit, would be able to certify this on 
their student aid application and, after so doing, would not have to provide most of the remain- 
ing income and assets data on the form. 

Slop Counting A Portion of Student Aid Toxvard Eligibility for Other Programs. We've repeatedly dis- 
cussed the impact of section 479B of the Higher Education Act-the section that specifies that 
only the portion of Title IV student aid that can be specifically attributed to tuition, fees, books, 
supplies, transportation and miscellaneous personal expenses should not be counted toward eligi- 
bility for other federal programs. Any portion of student aid that cannot be attributed to these 
purposes counts against eligibility for other programs. 

This provision has come under sharp attack in recent years. Opponents have suggested, first, 
that the amount of money the government saves by disallowing these costs is insignificant com- 
pared to the accounting nightmare the rules inevitably generate for program administrators and 
beneficiaries alike. 

While savings to the government are negligible, they maintain, the difference between $100 
more or less in AFDC or Food Stamps can make a mighty difference to individuals-the differ- 
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ence, according to studies of client behavior, between people pursuing an education and putting 
that option aside. Because both student aid and AFDC cover such a small proportion of financial 
need anyway, they say, why pretend that a few more dollars in student aid render a welfare recipi- 
ent too "rich" for her AFDC benefit? Why not tilt the policy balance a little towards education? 

The House version of the higher education reauthorization bill takes this approach, and it 
states simpl) that Title IV student aid will not count toward eligibility for other federal programs. 
As long as the student aid system provides some support for room and board along with direct 
educational expenses, however, there will be opposition to discounting student aid on grounds 
that it amounts to double-dipping. 

Set National Standards for Defining Eligibility Terms and Accounting Costs. Short of not counting 
student aid toward eligibility for other income support programs, it has been suggested that 
Congress itself could set, or permit the Education Department to set, specific national standards 
designating exactly which student aid expenses can be counted on the "educational cost" side of 
the ledger and which on the "living cost" side of the ledger. Today's legal standards clearly leave 
endless room for disparity and idiosyncratic administration. 

Under this option, someone at the local level, presumably the campus financial aid officer, 
would have the last word in deciding what portion of student aid counts toward what kind of 
expense. The law would have to make clear that the financial aid officer's determination on this 
point is not subject to reversal by caseworkers or counselors of other programs (although it would 
be subject to audit, as all financial aid actions are, by the U.S. Department of Education.) 

Along similar lines, it has been suggested th & . eligibility determinations could be streamlined 
if the definition of key terms in the various human service programs, terms such as "financially 
disadvantaged" and "poverty" and "displaced worker," were examined as a group and common 
definitions adopted across programs. 

Assure that Student Loans are Not Inappropriately Substituted Jor Other Forms of Income and Training 
Support. The arguments against counting Title IV aid toward eligibility for other subsistence and 
training programs apply with particular force concerning student loans. As shown, HHS has dis- 
continued its practice of counting student loans as income for purposes of AFDC, but loans can 
still be counted as income in the Food Stamp program. We've also seen that local JTPA and voca- 
tional rehabilitation officials are able, in effect, to require that their postsecondary enrollees take 
loans before obtaining funds from their programs, although federal officials maintain that this 
practice is relatively rare and is discouraged. 

Nevertheless, two steps could be taken to clarity matters. The first is to assure hv law that Title 
IV loans arc not counted as income, in whole or in part, in determining eligibility for other feder- 
al programs. The second is to require that Title IV loans be made available to beneficiaries of 
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other federal subsistence and training programs only after they have received the aid to ■ >hicl> they are 
entitled from those programs, and only up to an amount which covers any remaining gap between 
these forms of aid and the individual's cost of attendance. 

Create Nero Mechanisms to Coordinate Federally-Supported Training And Relate Them To The Student 
Aid System. The President's Job Training 2000 initiative represents a major commitment to better 
coordinate federally-supported vocal' mal/training programs. Two key mechanisms are proposed 
to do this. The first is creation of a new training voucher program, which might supplant some of 
the approximately 25 education and training programs operated by the federal government 
today. The second is greater Private Industry Council involvement in developing training initia- 
tives at the local level and in coordinating federal programs. 

Program consolidation, in and of itself, could be expected to partially smooth the obstacle 
course described on these pages. In addition, if the elements of Job Training 2000 work well after a 
period of experimentation, it might be worth investigating whether PKkoordinated training vouch- 
ers could even replace Title IV aid programs altogether as the best way to support students who take 
postsccondarv training below the associate degree level. A number of higher education officials 
have argued for years that the structure of Title IV suits the college campus, and that a differently- 
designed program would better address the needs of noncollegiate postsccondarv education. 

(hunt Veterans Benefits the Same Way As Other Programs. The veterans educational benefit pro- 
grams are a key exception to the general principle that we count all education and training bene- 
fits in determining an individual's student aid eligibility (see the first option, above). By all 
accounts, the only basis for the differentiation was Congress' desire not to seem to be taxing vet- 
erans, although it can be argued that veterans benefits should be treated differently because they 
are earned— earned by service and earned because participants make small contributions to qual- 
ify for the program. 

Some policymakers on and off Capitol Mill are arguing, however, that DVA benefits ought to 
be counted in the same fashion as other governmental benefits. While this would not make eligi- 
bility easier for veterans, it would bring the- treatment of veterans programs into conformance 
with the treatment of o. her sources of assistance. 

Count Student Aid Uniformly vis-a-vis Department of Labor Training Programs. We've seen two 
examples of inconsistent treatment of student aid under Department of Labor training progiams. 
In JTPA, we found that payment of tuition costs by the Pell Grant can depend on whether the 
training contract is performance-based or not. We found that student aid benefits count against 
TAA eligibility based partly on whether the check goes to th< udent or the institution. Uniform 
treatment of aid under both programs would str-amline the eligibility process considerably. 
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Treating Postsecondary Education Positively 

The second theme that emerged from the case studies was an antipathy toward allowing 
human service program beneficiaries to take part in postsecondary education, especially at the 
collegiate level. This is often justified on grounds that most participants in federal income sup- 
port and training programs are not prepared for postsecondary education, and that they owe it to 
society to get off the dole as quickly as possible, even if it means lowering their aspirations. 

In response, higher education proponents argue that, while most AFDC, Food Stamp or JTPA 
participants may not be ready for postsecondary education, some do have the ability and motiva- 
tion to enter and succeed in postsecondary education. If they do. it is thoroughly worthwhile to 
give them a chance to complete their training, because education is the single most decisive fac- 
tor in preventing a return to income dependency. 

Supporters of this position maintain that decisions about the kind of training to allow for each 
individual cannot be left solely in the hands of AFDC caseworkers or VR counselors who are under 
constant pressure to close cases quickly. One alternative would be to state by law that any accredit- 
ed and government-certified postsecondary course of study would automatically be considered 
allowable training under AFDC, vocational rehabilitation and similar programs. Another possibility 
would be to keep decision making in the hands of the welfare and VR systems, but to place upon 
the state the burden to prove that an accredited and certified postsecondary training program is 
not satisfactory, and to require that program beneficiaries be informed of the postsecondary 
option. (Both these proposals presuppose much tighter regulation of proprietary institutions, as 
called for in the higher education reauthorization proposals making their way through Congress.) 

Finally, we found that the 20-hour-per-week work requirement imposed on Food Stamp recipi- 
ents in postsecondary education either (1) forced Food Stamp recipients who get jobs to receive 
Food Stamps longer than they otherwise would or (2) required those who could not find jobs to 
discontinue their education in order to keep receiving benefits. 

Many organizations maintain that the student work requirement has shown itself to be coun- 
terproductive and should be abandoned. Along the same lines, it has been proposed that Food 
Stamp recipients be permitted to allow any of their own documented educational outlays from 
their income for Food Stamp purposes. 



Conclusion 



Few of the options outlined in this section come without financial or philosophical costs. 
Granting automatic student aid eligibility to welfare and Food Stamp recipients would occasional- 
ly result in students getting aid for which they would not otherwise qualify. Not counting student 



ERIC 



11 



f- 



105 



aid against eligibility for other federal programs could, in some circumstances, result in students 
receiving double payments toward their living expenses. 

Setting national standards for determining education costs would sometimes prevent local 
officials from responding flexibly to individual circumstances. Not counting loans as income 
for other programs, and using loans only after other sources of funding are made available, 
would place more of the educational burden on society than on the individual. And permitting 
all federal income support and training participants to pick postsecondary education as their 
training option might allow an occasional manipulator of the system to receive more support 

than he or she deserves. 

There are costs and benefits on all sides of these issues. In the end, the attractiveness of indi- 
vidual options depends in large part on one's basic predisposition: whether one thinks it is worth 
some cost to take a chance on people in school, or whether one believes it is worth the occasional 
lost student to ensure that reliance on federal income support is as limited as possible. Both these 
viewpoints have their merits; this paper cannot resolve them. What it has tried to do is offer a bet- 
ter picture of the programmatic landscape and to clarify the issues. 
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Ruth Beer Bletzingn 
SUMMARY 

p =B= W m5 ^ he mission statement of the National Commission on Responsibilities for Financing 
H Postsecondary Education identifies "determining the need for structural change in 
if the current division of responsibilities for financing postsecondary education" as 
-JL- part of its primary charge. Need analysis and the delivery system by which federal 
financial aid dollars are channelled to students constitute basic structural components in the divi- 
sion of these responsibilities. The current need analysis consists of two formulas prescribed by 
statute— the Pell Grant Formula and the Congressional Methodology— that estimate ability to pay 
based on income and asset information supplied by students and their families. The delivery sys- 
tem is based on multiple data entry (MDE) contracts between the Department of Education (ED) 
and private need analysis servicers that provide for the collection, processing and transmission of 
these applicant data to ED, students, institutions and states. 

Commissioners have expressed an interest in identifying alternative need analysis and delivery 
structures. One option under consideration by the Commission for revamping the need analysis 
formulas is to eliminate treatment of assets entirely. In its place, need analysis would rely on 
income alone to determine the ability of students and their families to pay for the cost of postsec- 
ondary education. As an alternative to the current delivery system, the Commission is exploring 
the feasibility of substituting the MDE-based application process with a system that uses the 
Internal Revenue Service (IRS) as the source of data for need analysis. 

This paper evaluates these two options for modifying need analysis and the delivery system. 
The examination shows that the current impact of assets on calculated expected family contribu- 
tion is small for most applicants due to structural features in the need analysis formulas. Changes 
to the formula proposed by the Senate and the House during the current reauthorization of the 
Higher Education Act will result in even smaller impacts. The analysis also demonstrates that an 
IRS-based delivery system presents a set of problems that could create complexity and delays in 
the delivery of financial aid to students. Specifically, data would not be sufficient nor timely 
enough to drive the need analysis formulas. Resolution of these problems is likely to prove time- 
consuming and costly. 
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INTRODUCTION 

systematic approach to calculating the need of students in order to distribute aid 
has its roots in the early 1950s, prior to the availability of significant federal funds 
for direct student assistance, when private institutions were looking for ways to 
award their own funds in an equitable fashion. Since then, need analysis and deliv- 
ery have evolved to address the philosophical, political and operational requirements for federal 
and state financial aid programs as well as for institutional programs. 

The 1970s marked a watershed in the development of both need analysis and delivery 
through two major events. First, in 1972, Congress established the Pell Grant program, initially 
called Basic Educational Opportunity Grants (BEOG). At the time, private need analysis ser- 
vicers had competing need analysis formulas that produced varying family contribution figures. 
Despite the variation in results, these figures determined eligibility both for the federal pro- 
grams that were then in place and for private funds. As a consequence, the same student could 
have a higher or lower calculated family contribution depending on the need analysis servicer 
accepted by the institution, which translated into differences in levels of assistance. Rather than 
relying on one of the existing need analysis models, Congress wrote a separate need analysis for- 
mula into law to distribute Pell Grant funds. 

Second, in response to these circumstances, the National Task Force on Student Aid 
Problems (hereafter called the "Keppel Task Force" in reference to its chairman, Francis 
Keppel) produced a set of recommendations in 1975 that resulted in the emergence of a con- 
sensus need analysis model that became known as the "Uniform Methodology." While accep- 
tance of this model by the financial aid community did not end the use of competing need 
analysis formulas, ED based its benchmarks for certifying need analysis servicers on family con- 
tribution figures generated by the Uniform Methodology, thereby imposing some conformitv in 
the assessment of ability to pay for federal funds (Berkshire, Hauptman & Hayes, undated, 2). 
However, Pell Grant funds continued to be awarded on the basis of a separate formula as 
required by law. 

Distinct application forms for federal, state and institutional funds existed during this peri- 
od. According to the Keppel Task Force's Final Report, students were sometimes required to com- 
plete as many as seven applications that contained similar and differing data elements. In addi- 
tion to contending with a diverse set of complicated questions, applicants then had to forward 
these forms separately to as many agencies and organizations (Keppel 1975, 31 ). 

As a conscious outgrowth of producing a unified need analysis formula, the Keppel Task 
Force made recommendations that led to simplification of the application process through the 
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development of the "Common Form" (ibid.). The Common Form collected a combination of 
data that were needed to determine eligibility for federal funds (including the Pell Grant pro- 
gram) as well as for institutional programs, and permitted the collection of data used by individ- 
ual states. The goal was to prevent students from having to complete multiple forms to be submit- 
ted to multiple parties. Instead, the student and family would complete a single form to be sent to 
a need analysis processor, which in turn would transmit the data to the federal government, insti- 
tutions and states. 

Structure of the Current Need Analysis System and Treatment o." Assets 

The now-defunct Committee on Need Analysis and Delivery (GONAD) of the National 
Student Aid Coalition, which consisted of members from different sectors of the financial aid 
community, took on the responsibility for changes to the Uniform Methodology. 
Modifications were grounded in a series of assumptions and principles that had been articulat- 
ed by the Keppel Task Force. Among these was the notion that assets as well as income must 
be taken into account in calculating family contribution. According to the Task Force's Final 
Report, "...both income and assets are considered to provide the most complete index of the 
family's ability to pay" (Keppel 1975, 22). The Final Report also states: 

Since assets contribute to the financial strength of the family, it is important to include 
them when assessing the family's ability to pay. A strong net assets position indicates 
greater capacity to finance postsecondary expenses out of current income, and greater 
access to financial resources in general (ibid., E-7). 

CONAD maintained this principle throughout its deliberations (Berkshire, Hauptman, & 
Hayes, undated, 3). Many members of the financial aid community would continue to agree with 
this tenet today. 

During the reauthorization of the Higher Education Act in 1986, the Congress decided to 
replace the community-based Uniform Methodology with a statutory model. Known as the 
Congressional Methodology, it was largely derived from the Mniform Methodology with some 
alteration. As a result of Congress's action, the Higher Education Act provides for two need 
analysis models— one for the Pell Grant Program and the other for the remaining need-based 
programs authorized under Title IV of the Act. The structure of the models is very similar and 
follows the design of the Uniform Methodology in that both income and assets arc taken into 
account, a set of offsets or allowances are subtracted from these components, and the remain- 
ders are subject to taxation rates in order to compute expected family contribution figures. 
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Perhaps most germane to the Commission's interest in this area is that the Congress under- 
scored its intent in the 1986 reauthorization to reduce complexity in need analysis and the appli- 
cation process for low-income applicants by introducing the "Simplified Needs Test" into both 
models. Based on the rationale that certain populations have few, if any, assets, the Simplified 
Needs Test eliminates consideration of all assets — liquid and non-liquid — for students and their 
families with adjusted gross incomes below Si 5,000 who file simple federal tax returns (i.e., 
1040A or 1040EZ forms), or who are not required to file federal tax returns. As a result, there are 
fewer data elements for eligible applicants to complete. 1 

Congress is continuing to make adjustments to the need analysis models as part of the reau- 
thorization of the Higher Education Act that is now in progress. In addition to integrating the 
Pell Grant formula and the Congressional Methodology into a single need analysis model to cal- 
culate family contributions for all financial aid programs under Title IV — that is, for the Pell 
Grant program as well as remaining need-based loans and grants 2 — Congress plans to extend and 
refocus the approach it took with the Simplified Needs Test to assist middle-income populations. 

The Senate, for example, raises the adjusted gross income cap for eligibility under the 
Simplified Needs Test to $50,000, which effectively removes all assets from consideration in calcu- 
lating family contributions for those who meet the criteria. In addition, AFDC recipients automat- 
ically would be assessed a family contribution of zero. The House bill redefines the Simplified 
Needs Test to apply to dependents students and independent students with dependent children 
who do not file 1040 tax returns and whose incomes are at or below the level for eligibility of 
earned income credits, which is approximately $22,000 for the 1991 tax year. In addition, both 
the Senate and House have proposed the elimination of non-liquid assets for other groups of 
applicants, although the provisions differ. The Senate bill would modify the need analysis formu- 
las by removing equity on principal residences and family farms from consideration for students 
and their families with adjusted gross incomes of $50,000 or less, regardless of the type tax return 
filed. The House bill goes further by entirely excluding the equity on principal residence, family 
farm and small family business from the formulas for all applicants. 

Structure of the Current Delivery System 

The current delivery system has also emerged from recommendations developed by the 
Keppel Task Force. In its Final Report, the Task Force presented an evaluative framework com- 
posed of a set of questions that implicitly identified the characteristics that should be embodied 
in any student fir mcial aid delivery system. Two of the characteristics that are particularly rele- 
vant to this discussion include (1) one application form by which students can apply for federal, 
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state and institutional aid and (2) the ability of the system to provide timely and sufficient output 
from the data collected on the application to determine awards from such an array of programs. 

The delivery system operates today by permitting students and their families to complete an 
application form through one of the need analysis servicers that have MDE contracts with the 
U.S. Department of Education (ED). The data used to calculate contribution figures for the Pell 
Grant formula and the Congressional Methodology are transmitted by the MDEs to another con- 
tractor that serves as ED's Central Processing System (CPS). The CPS performs the calculations 
and sends the processed data back to the MDEs, which in turn generate a document— the 
Student Aid Report, or SAR— that is sent directly to the student. The student then submits the 
SAR to the institution for consideration of Pell Grants. Institutions are able to use the document 
to determine eligibility for the other Title IV funds as well. With the exception of the student 
bringing the SAR to the institution, parameters for the time it takes for each stage of processing 
are mandated by the MDE contracts. In practice, the MDEs and the CPS have been able to adhere 
to the parameters for the most part. 

States and institutions also are able to obtain processed federal data in roster form directly 
from the CPS either in hardcopy or electronic formats. MDEs can provide these data as well as so- 
called non-federal data that may be collected on the application to states and institutions to assist 
them in determining eligibility for non-federal financial aid programs. 

Many states and institutions base awards for their own financial aid programs on the federal 
data alone, whereas others require supplemental information that is collected on the same form 
as the federal data. A few states and institutions also have students complete a separate form. 3 
Nonetheless, the delivery system for the most part permits applicants to fill out one form to be 
considered for federal, state and institutional assistance with output that is available on a timely 
basis to the parties that need the information. 

In addition, the delivery system provides for an electronic data exchange (EDE) sponsored by 
the Department of Education. The program allows postsecondary schools to send and receive 
data via electronic transmission directly to and from the CPS. Approximately 3,500 postsecondary 
schools take part in one or more of the four "stages" of the EDE program, which includes elec- 
tronic submission of federal applicant data and receipt of the processed information that permits 
schools to produce the SAR. These stages constitute an electronic analog to the operations in the 
paper-driven application process. Institutions may participate as individual entities, which 
requires ED certification for each stage. Alternatively, they may also contract with other organiza- 
tions, such as MDEs, that can serve as "destination points" for the schools. 1 

The current delivery system has minimized the need for multiple application forms and it 
supports the collection, processing and transmission of applicant data that largely coincide with 
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federal, institutional and state awarding cycles. However, at least three specific concerns have 
been raised during this reauthorization. First, institutions must use the SAR itself to determine 
Pell Grant awards; they are not permitted to make final awards using any other output docu- 
ment that the MDEs or CPS produce. Because students sometimes do not submit their SARs to 
the institution until after prescribed deadline dates, these individuals must forgo benefitting 
from a Pell Grant for that academic period. A second issue revolves around the application fee 
structure. Current law states that no student or parent shall be charged a fee for applying for 
federal aid, but some of the forms that collect federal data collect state and institutional infor- 
mation as well for which students pay a fee. The major consideration is whether these charges 
deny students their statutory right to free processing. Third, the reapplication process is viewed 
as redundant and burdensome. Under the current system, students must complete an entire 
application every year, even for those data that do not change, adding complexity and expense 
to the system. 

In response to these issues, the Senate and House reauthorization bills contain proposals 
intended to improve the current delivery system. The House bill would permit institutions to 
award Pell Grants based on MDE output documents, even in the absence of the student submit- 
ting the SAR. In addition, MDEs could only charge students for the marginal costs of collecting, 
processing and transmitting non-federal data, although it is possible that the House language may 
not permit the non-federal data to be collected on the same form as the federal data. 

The Senate bill does not have comparable language with respect to the SAR. However, it does 
-idress the matter of charging fees to applicants by requiring organizations that bid for MDE 
contracts to "provide estimated marginal costs of collecting and processing" state-specific data. 
The Secretary also is authorized to enter into contracts with sta^s to "assist...with the collection of 
data required to award State grants." Further, the Senate bill expressly permits federal, state and 
other non-federal data to be collected on one form, but the federal data must be separated from 
the non-federal and identified as the "Free Application for Federal Student Aid." 

Both the Senate and the House contain language that would require the Secretary to imple- 
ment a streamlined reapplication process. Notably, ED already is attempting to reduce the bur- 
den on students who reapply for federal funds by initiating streamlined electronic reapplica- 
tion for the 1992-93 award year through its existing electronic student application process. 
Although applicants would continue to provide financial information annually, they would only 
have to update the demographic data. ED is planning to implement a similar paper-based 
process for 1993-94. 
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ANALYZING TWO PROPOSALS 

The National Commission is interested in analyzing the effects of entirely eliminating assets 
from the calculation of expected family contribution and of substituting an IRS-based delivery sys- 
tem for the current system that uses contractors to collect, process and transmit information 
either through a need analysis servicer or directly to and from ED's Central Processing System. 
The evaluation of excluding assets from the need analysis formulas centers on four key questions: 

1. What are the arguments in favor of maintaining assets in the computation of expected fam- 
ily contribution? 

2. What are the arguments against inclusion of assets in the computation? 

3. How are assets currently treated and what is their impact? 

4. How would the Senate and House reauthorization change the treatment of assets? 

Similarly, two key questions also drive an assessment of replacing the current delivery system: 

1. Can the IRS system as it exists deliver sufficient data to drive the need analysis formulas? and 

2. Can the IRS provide timely data for delivery of federal, state and institutional funds? 

Eliminating Assets from Need Analysis 
Arguments For Maintaining Assets 

Members of the financial aid community are concerned about eliminating assets— even home 
equity— from the need analysis formulas. Their hesitance rests on the potential loss of sensidvity 
in the formulas if assets are removed. Grounded in the traditional belief expanded by the Keppel 
Task Force and CONAD that achieving an equitable index of family ability to pay requires an eval- 
uation of both income and assets, the underlying principle is that two families with the same 
income but different assets are not in the same financial position to contribute to educational 
costs. The assumed effect of removing assets from the formulas, then, would be to deflate the cal- 
culated family contributions for families that could afford to contribute more than the computed 
amount. As a result, financial aid funds would be redistributed from lower-income students to stu- 
dents from higher-income families. 

Arguments Against Inclusion of Assets 

Perceptions about treating assets in the need analysis formulas are changing in Congress and 
within the financial aid community primarily due to current economic conditions, which are rep- 
resented by several factors. These include: 
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• Increases in the costs of tuition that have outstripped increases in income, making it more 
difficult for middle-income families to pay for educational expenses; 

• An explosion of property values during the 1980s that created home equity values against which 
individual families could not afford to take out second loans to finance college costs; and 

• Loss of employment among middle-income as well as lower-income families as an out- 
growth of the recession, placing a strain on any assets that families may have accumulated. 

Congress is responding to the economic circumstances facing middle-income families, in 
part, by adjusting need analysis formulas. As described in the introduction to this paper, both 

the Senate and House reauthorization proposals incorporate — albeit to different degrees 

elimination of certain non-liquid assets. The financial aid community, too, is aware of the stress 
on all families, irrespective of income, as they try to meet educational costs without jeopardiz- 
ing their own financial stability. The College Scholarship Service's Council Committee on 
Standards of Ability to Pay underscored the financial community's awareness in a recent discus- 
sion paper that treats the proposals in the Senate and House bills to remove home equity. 
Although the Committee does not recommend dropping home equity or other assets from 
need analysis, the group states: 

Times are tough [italics in original]. Correctly or incorrectly (and it's an arguable point), 
many middle- and upper-income families — and their elected representatives — regard 
assessment of their home value as a major reason why they have difficulty paying for col- 
lege bills (College Scholarship Service 1992, 6). 

Current Treatment of Assets and Their Impact 

The current need analysis formulas compute contribution from assets by identifying net val- 
ues, subtracting reserves or allowances against these values, and subjecting the remainder to an 
assessment rate. In the Congressional Methodology, the remainder undergoes an additional 
assessment in combination with the contribution from income for parents of dependent students 
and for independent students with dependents. 

The Pell Grant formula and the Congressional Methodology structure the treatment of assets 
differently. For parents of dependent students, married independent students, and independent 
students with dependents, the Pell Grant formula subtracts a set of reserves against four cate- 
gories of net assets— $30,000 against net value of home, $25,000 against net value of other assets, 5 
380,000 against net value of business, and $100,000 against net value of business and/or farm. 
Total reserves are capped at $110,000 if the family owns just a business, and at $130,000 if the 
family owns a farm whether or not they own a business. Reserves are not applied against the assets 
of dependent students or single independent students without dependents. 
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The Congressional Methodology does not include separate allowances by category of assets. 
Instead, the formula adds the net values of all assets together to create a "total net worth," except 
that the portion of the net value of businesses and farms included in this sum is determined by 
subjecting the full value of the net business and farm assets to a set of marginal taxation rates. 
The "asset protection allowance"- which is tied to the age of the older parent in the case of a 
dependent student and to the age of the student in the case of an independent student (whether 
married or single)-is then subtracted from the total net worth. The asset protection allowance 
increases as age increases along two scales-one for parents and students who are married, the 
other for parents and students who are single. For example, if the older parent is 50 years old, the 
asset protection allowance in 1992-93 is $43,800 for a two-parent family, and $31,400 for a one- 
parent family. If the parent is 60, the allowances are $59,100 and $40,600, respectively. An inde- 
pendent student who is 26-years-old receives an asset protection allowance of $2,300 if married, 
and $1,700 if single. If the independent student is 29-years-old, the amounts are $9,000 and 
$6,700, respectively. 

Tables 1 through 5 show that a large proportion of the dependent students and their families 
who report assets have net values that approximate or are even less than the reserves and 
allowances provided in the need analysis formulas. For example, two-thirds of the dependent stu- 
dent applicants own homes. The average equity is $41,442. However, 41.7 percent of these fami- 
lies have equities that are less than $25,000; and 71.3 percent have equities that are less than 
$50,000. Verv few dependent applicants (approximately 10 percent) have business or farm assets. 
Although the average value is $39,768, 58.3 percent of this group have business and farm assets 
that are worth less than $25,000; and 75.2 percent show values that are less than $50,000. A simi- 
lar pattern holds true for the 18.4 percent of the dependent applicants who report investments." 
The average net value in these instances equals $33,270, but the amounts are under $15,000 for 
53 percent who own investments and under $50,000 for 82.4 percent. Cash savings is the most fre- 
quently reported asset/ Even though almost 70 percent of dependent applicants indicate having 
such assets, the average amount for these families is $4,633. Not surprisingly, more than 80 per- 
cent have cash savings of less than $5,000. 

The tables also indicate that most independent students have no assets at all. For those who 
do, the net values appear to be considerably lower than the Pell Grant reserves against assets and 
can be higher than the Congressional Methodology allowances, depending on the marital status 
of the student. In the case of home equity, only 1 4.6 percent of the independent student popula- 
tion owns a home. The equities average $15,728, with 79 percent reporting values under $25,000 
and 93.7 percent reporting values under $50,000. Even fewer independent students own busmess- 
es and/or farms (1.2 percent) or have investments (3.24 percent). The average net value for busi- 
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ness/farm assets is $13,644, with 83.4 percent reporting net values of less than $25,000, and 91.4 
percent reporting less than $50,000. The average net value of investments is $9,384, with 56.8 per- 
cent owning less than $5,000, and 83 percent owning less than $15,000. Although 42.4 percent of 
independent applicants report cash savings, the savings average only slightly more than $1,000, 
and almost all of these students (more than 96 percent) have less than $5,000. 

The data in these tables indicate that the home is the most frequendy reported asset among 
applicants and that equities generally are higher than net values reported in other categories of 
assets. It also appears that for most applicants— whether dependent or independent— assets in the 
other categories are very limited. Further, the Pennsylvania Higher Education Assistance Agency has 
found that for dependent applicants and their families the average net value of assets is only $4,000 
exclusive of home equity. Consequently, the values of net assets and their distribudon among appli- 
cants in combinadon with the structure of the need analysis formulas (i.e., large reserves/allowances 
and assessment rates that take a very small pordon of the remainder-usually 5 percent or less) result 
in many applicants having no or very small calculated contribudons from assets. According to recent 
data, 53 percent of the applicants in a 1990-91 sample have no contribudons from assets under the 
Congressional Methodology (College Scholarship Service 1992, 5). It is likely that for all applicants, 
the percentage who have positive contribudons from assets is even smaller. 

Table 1 

Average Value of Net Assets Report by Applicants, 1990-91 



Average Net Values of Assets Dependent 

Home Equity $41,442 
Business/Farm 39,768 
Investments 



Independent 

$15,728 
13,644 



Cash Savings 4)633 



33,270 9)384 



1,008 



Table 2 

Distribution o f Equity on Home Assets Reported by Applicants, 1990-91 

Value of Home Equity Dependent Independent 

$ ° 2.39% 9 67% 
$1" $24,999 3 9 . 26 

25,000-49,999 29.60 1463 

50,000-79,999 1608 406 

80,000+ ,2.67 227 

Percent of Total Applicants 67.51 I4 57 
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Table 3 

Distribution of Equity on Business/Farm Assets Reported by Applicants, 1990-91 

Value of Business/Farm Equity 
$0 

$1 - $24,999 
25,000 - 49,999 
50,000 - 79,999 
80,000+ 

Percent of Total Applicants 



Table 4 

Distribution of Equity on Investments Reported by Applicants, 1990-91 

Value of Equity on Investments 
$0 

$1 - $4,999 
5,000 - 14,999 
15,000 - 49,999 
50,000+ 

Percent of Total Applicants 



Table 5 

Distribution of Cash Savings Reported by Applicants, 1990-91 

Value of Cash Savings 
$1 - $4,999 
5,000+ 

Percent of Total Applicants 



Source: National Computer Systems, Inc. for the U.S. Department of Education, 1990-91 Sample Data Base 



Dependent 

2.71% 
55.55 
16.93 
10.09 
14.71 

9.95 



Independent 

5.18% 
78.19 
8.05 
5.72 
2.87 
1.21 



Dependent 

1.72% 
24.68 
26.60 
29.41 
17.59 
18.42 



Independent 

3.65% 
53.12 
26.25 
13.38 
3.60 
3.24 



Dependent 

80.24% 

19.76 

69.48 



Independent 

96.38% 

3.62 
42.39 
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How Proposals Would Change Treatment of Assets 

The Senate and House proposals for an integrated need analysis methodology would contin- 
ue to structure the treatment of assets in the same general way as the current formulas. That is, 
the formulas presented in both bills would subject the amount obtained from subtracting 
reserves or allowances from the net value of assets to an assessment rate in order to derive contri- 
bution from assets. However, differences among the two proposals and the current formulas exist, 
as the introduction to this paper suggests. Specifically, the Senate bill would eliminate home and 
family farm assets for families with adjusted gross incomes of $50,000; the House bill would 
remove home, family farm and family business assets for all families without regard to level of 
income and include an "educational savings protection allowance" against assets in addition to 
the asset protection allowance. The Senate bill's simplified needs test proposal would disregard 
all assets — liquid and non-liquid — from consideration for applicants with adjusted gross incomes 
of up to S50,000 who file simple federal tax returns or who are not required to file, and would 
assume automatic zero contributions from income and assets for AFDC recipients. The House 
proposes a simplified needs test that assumes a zero contribution for dependent applicants and 
independent applicants with dependents whose level of income would qualify them for an earned 
income tax credit. 

The effects of all of these provisions on expected family contributions and costs were not 
available at the time of this writing. However, ED's Postsecondary Analysis Division has estimated 
that the average expected family contribution would decrease in comparison to the Pell Grant 
formula in current law by an average of $125 with the elimination of home and farm assets for 
families with adjusted gross incomes of $50,000 or less— which includes 90 percent of the 1992 
applicants (Rhind 1992, 32)— and by an average of $273 if home, farm and business assets are 
removed for all applicants. Based on the average value of net assets and the distribution of those 
values, it is possible that the expected family contributions for many applicants — presumably 
those from low-income and perhaps even middle-income families— would not change, or would 
change minimally. 

The Congressional Budget Office (CBO) Staff Memorandum seems to corroborate this conclu- 
sion. CBO estimates that 30 percent of the dependent applicants under the Senate bill and 35 
percent of the dependent applicants under the House bill have home or farm equity values that 
are greater than the Pell Grant formula reserves against assets. The same is true of 5 percent of 
the independent students under both proposals. This means that 70 percent of dependent appli- 
cants with adjusted gross incomes of $50,000 or less, 75 percent of all dependent applicants and 
95 percent of independent applicants already have equities on their homes and farms that do not 
exceed the reserves (ibid., 32-33). 
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CBO also has found that fewer than 5 percent of the applicants with adjusted gross incomes 
of S50 000 or less have other assets (i.e., exclusive of home and farm) that are above the Pell 
Grant formula reserves. That is, 95 percent of the applicants in this group have other assets below 

the specified reserves (ibid., 34). 

The College Scholarship Service estimated the impacts of discarding home equity in the 
Congressional Methodology using a 1990-91 sample of parents of dependent students (College 
Scholarship Service 1991, 23). In these simulations, calculated parent contributions decreased by 
an average of about S200 or less for adjusted gross incomes up to $15,000, by nearly $300 for 
adjusted gross incomes between $15,001 and $20,000, and by slightly under $400 for adjusted 
gross incomes between $20,001 and $25,000. The reductions in parents' contribution became 
more pronounced at income levels above $25,000. For example, the average drop in calculated 
parents' contribution approximated $650, $700 and $850 for adjusted gross incomes between 
$25 001 and $30,000, $30,001 and $35,000, and $35,001 and $40,000, respectively. At levels 
'between $40,001 and $70,000, the decline in average parents' contributions ranged from approxi- 
mately $900 to almost $1,350. Above adjusted gross incomes of $70,000, the dips in calculated 
parents' contributions averaged more than $2,000. 

Although there would be some shifts, these and other data presented in this paper suggest 
that expected family contributions for low-income families and for many middle-income fannhes 
probably would not be greatly affected by eliminating non-liquid assets, because the formulas 
already discount a significant portion of these assets. However, higher-income families wuh more 
sizeable assets would probably benefit more from lower expected family contributions than under 
the current formulas. 

CBO estimates the cost to the Pell Grant program of eliminating home and farm equity n 
$300 million in both the Senate and House bills for 1993 (Rhind 1992, 32-33). The Senate bill's 
simplified needs test provisions, which are expected to increase costs by less than $100 million, 
are incorporated in these estimates. The proposals for the simplified needs test in the House bill 
were not included in the estimates of removing home and farm assets, but are anticipated to cost 
$650 million. In addition, including an educational savings protection allowance agamst assets 
would add under $100 million to the Pell Grant program (ibid., 35). ED's Postsecondary 
Analysis Division has assessed the potential impact of eliminating non-liquid assets in the Senate 
and me House proposals on the Stafford Loan and Supplemental Loan for Students (SLS) pro- 
grams Their analysis indicate that costs would rise in 1993 by $22 million if home and farm 
equity were removed according to provisions in the Senate bill, and by $53 million if the House- 
bill's provision for removing home, farm and business equity were implemented. 
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One possible explanation for the similarities in the CBO cost estimates for the Pell Grant pro- 
gram in the House and Senate bills and the difference in the ED estimates for the Stafford and 
SLS programs is that the proposed changes have less effect on lower-income families than on fam- 
ihes with higher incomes. As a result, the income cap imposed by the Senate for eliminating cer- 
tain non-liquid assets may generate fewer costs in the Stafford and SLS programs than the House 
proposals, which remove similar assets for all applicants. 8 

Using the IRS in Place of the Current Student Aid Delivery System 
The Ability of IRS to Deliver Sufficient Data 

The student aid delivery system has evolved over time into a structure that permits students to 
complete-for the most part-a single application form in order to apply for funds from a range 
of sources. The introduction describes the participants that make the system operational and how 
the data flow from one participant to the other to determine student eligibility for various finan- 
cial aid programs. Replacement of the current system that centers on the IRS suggests an option 
that could simplify the application process, thus potentially eliminating the application form and 
providing for de facto verification of the data submitted. 

A closer examination shows that despite the apparent elegance of using the IRS as the basis 
for the delivery system, implementation probably is impractical over both the short- and longer- 
term. Three reasons support this conclusion. 

First, the federal tax form does not collect enough information to compute and transmit an 
expected family contribution or the data by which it is calculated. Of 49 sets of questions on the 
federal portion of the financial aid application, only 14 appear on the federal tax form. Missing 
items-exclusive of state-specific information that currently are collected simultaneously with the 
federal data-include information to determine dependency status of the student, year in col- 
lege, the number in the household who are in college, the age and marital status of the student 
and parent, the full extent of untaxed income and benefits, assets (the previous discussion 
notwithstanding), and the names of the state agencies and institutions to which the processed 
data are to be sent. 

Second, not all financial aid applicants file tax returns. According to information provided by 
ED, 16 percent to 17 percent of the applicant pool, or approximately one million applicants, are 
non-filers. An IRS-based system would have to devise a vehicle both to accommodate the non-fil- 
ers of federal tax returns and to address the collection of necessary data that do not currently 
appear on the tax forms. In other words, an application would still be necessary, whether as part 
of the tax return or a separate document. Complexity and confusion for the applicants is likely, 
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because the form and its instructions would have to target students and their families who file tax 
returns; students and their families who do not file tax returns; students who file, but parents or 
spouses who do not; parents and spouses who file, but students who do not; and so forth. In addi- 
tion, measures would have to be taken to assure that the system did not create barriers to access 
for low-income applicants and their families— who are often non-filers— due to difficulties obtain- 
ing the necessary documents or completing complicated forms. Moreover, an IRS system would 
have to develop mechanisms to address state-specific and institutional data requirements. 

Third, the IRS does not currently have the capacity to perform the basic tasks required of any 
financial aid delivery system— that is, the collection, processing and transmission of applicant 
data. Retooling IRS systems to accommodate the requirements of a financial aid delivery system 
would probably lake a very long time and would represent a costly transition. The Government 
Accounting Office has characterized IRS operations as "slow, and largely manual" (Rhile 1992, 1). 
The Commissioner of Internal Revenue has referred to IRS systems as "antiquated" and having to 
deal with "large and growing workloads" (Peterson 1992, 2). 

IRS staff have further confirmed the limitations of its operation in the context of proposals 
for IRS collection of student loans by stating: 

Outmoded systems make it difficult for us to properly store, timely deliver or update 
information already in our system. If the IRS is to be charged with the collection of non- 
tax debts, we would need to begin planning for this as part of the Tax Systems 
Modernization (Eigelow 1992, 7). 

The Tax Systems Modernization project has been under way since 1986 and, according to 
IRS officials, is probably halfway through its progress. The project is the third effort in 25 years 
to update IRS's antiquated systems, and it will have cost $1 billion by the end of FY 92, with 
another $1 billion likely to be expended in the next few years (Rhile 1992, 6). Incorporating stu- 
dent loan collections into the modernization project— or even into current systems— would 
require the IRS to "re-write software, design new processing routines in service centers, train 
staff in the service centers and Taxpayer Services sites...and inform and advise taxpayers about 
completing the return" (Bigelow 1992, 8). These issues correspond to the ones that would be 
encountered in creating an IRS-based financial aid delivery system. Just as the IRS anticipates 
that "start-up costs would be significant" for participation in income-contingent lending (ibid., 
15), the same would probably hold true for student aid delivery. Currently, ED contracts with 
MDEs cost approximately $20 million annually. It is very possible that there would be no savings 
in changing over to an IRS system under the circumstances described. Given the progress of the 
modernization, such a change would take some time, which would require parallel and back-up 
systems during the transition. 
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Whether IRS Can Provide Timely Data 

The need analysis formulas calculate family contributions based on income and asset informa- 
tion derived from the calendar year preceding the award year. Most applicants submit their forms 
between January and April before the beginning of the award year and generally receive notices 
of award between March and June, although processing continues throughout the year. For 
example, awards for 1992-93 are based on financial information representing the 1991 calendar 
year; students submit their applications at the beginning of 1992; and they receive award letters 
through the spring/early summer of 1992. In practice, this means that the peak period for the 
submission of financial aid applications coincides with the peak period for the submission of tax 
returns. 

Under current conditions, it is unlikely that the IRS would be able to collect tax and financial 
aid data, identify those filers who are seeking student assistance, merge the information, transmit 
it for processing (or perform the need analysis in-house), and then forward the processed data to 
applicants, institutions and states. Even if IRS had more advanced systems in place, the timing of 
this -cenario would be very difficult to accomplish at best. The result would be delays in the deliv- 
ery of aid to students, probably impeding access for applicants from low-income and disadvantage 
backgrounds. 

A more feasible arrangement would be to determine financial aid awards on the basis of data 
from the calendar year that precedes the award year by two years. However, financial data tend to 
be variable from year to year, resulting in changes in eligibility among applicants (Westat, Inc. & 
National Computer Systems, Inc. 1990). As a result, this approach would probably be unaccept- 
able to parties within the financial aid community (i.e., ED, states and institutions). 
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REFERENCE NOTES 



1 There has been some controversy about whether or not the Simplified Needs Test actually 
reduces complexity, because the instructions and the form may still be confusing to students. 
However, it appears that these problems with the Simplified Needs Test are surmountable, 
given the work of NASFAA and others to produce less complicated proto types of the applica- 
tion form. 

2 Although the Senate and the House are proposing to integrate the Pell Grant formula and 
the Congressional Methodology', each chamber has taken a different tact. The Senate is usmg 
the Pell Grant formula as the basis of integration, while the House builds an integrated model 
from the Congressional Methodology. 

3 According to information obtained by the Advisory Committee on Student Financial 
Assistance from 46 states, 12 states make awards using federal applicant data only; 25 states 
continue to determine awards with state-specific data that are collected on one of the MDE 
forms, and nine states use a separate application. 

4 ED has other electronic initiatives that include a tape and floppy disk exchange as well as 
direct electronic transmission for institutions to report corrections to the SAR and process 
Pell Grant payment vouchers. ED has also developed PC<lriven software for institutions for 
other purposes, such as completing and submitting fiscal reports and applications for funds, 
and calculating expected familv contributions in house. 

5. The term "other assets" in the Pell Grant formula refers to cash, checking and savings 
accounts, real estate exclusive of family residence and investments. 

6. "Investment," mean real estate excluding family residence, stocks, bonds, mutual funds, and 

so forth. 

7 "Cash savings" refers to cash on hand and checking and savings accounts. 

8 ED estimates for the Pell Grant program and CBO estimates for the Stafford and SLS pro- 
grams are not included in this draft, because the ED Pell Grant figures were not public at the 
time this paper was prepared and CBO estimates for the Stafford and SLS programs could not 
be confirmed. 
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The Final Report of the Vermont Task Force 



INTRODUCTION 



-™gp«^ he v erm ont Task Force was formed to assist the National Commission on 
' Responsibilities for Financing Postsecondary Education with research and analy- 

sis. The group first convened in July 1991. The Vermont Task Force was com- 
posed of seven members who shared a wide range of professional experience 
and a commitment to postsecondary educational opportunities. The members were -.elected 
for their dedication to public service and their inherent interest in improving postsec- 
ondary funding for students in all socioeconomic classes and of all ages and abilities. 

From July 1991 through May 1992, the Vermont Task Force met biweekly for three- 
hour sessions. Initially, each member of the group reviewed background literature on 
such topics as national demographics, financial aid programs, public service, adult learn- 
ing, access, international comparisons, retention, early intervention, equity of opportuni- 
ty, and costs. This information was historical as well as projective. Data analysis was 
included, as well as groundwork for long-term planning. Publishers of these reports 
include the U.S. Department of Education, National Center for Education Statistics, The 
Brookings Institution. American Council on Education, Economic Policy Institute, 
College Entrance Examination Board, Center for Demographic Policy, and the Rand 
Corporation, among others. 

In November 1991, the Vermont Task Force submitted to the Commission a paper titled 
"A Summary of Major Proposals for Restructuring Postsecondary Educational Financing." 
This report was the result of an investigation of several postsecondary funding concepts. It 
was presented to the Commission with the hope of contributing to the Commission's objec- 
tive of evaluating national policy and offering recommendations for restructuring. 

This "Final Report of the Vermont Task Force" is designed to cover three related areas: 
problems with the current system, roles and responsibilities for financing, and a proposal 
for redesigning the federal financial aid system. In discussing the current problems the 
Vermont Task Force addressed seven specific areas: non-traditional students, complexity, 
quality and accountability, savings borrowing, choice, and early intervention. The second 
section is an analysis of roles ? >.d responsibilities for the federal government, state govern- 
ments, students, parents, business, and philanthropy. Finally, a postsecondary funding 
model is proposed to address some of the problems associated with the current system. 
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Problems With the Current System 

There has been considerable change in higher education in the last 25 years. The com- 
position of the student population has shifted, as has the distribution of enrollments in vari- 
ous colleges and disciplines, fueled by the growth of the community college sector. However, 
the national financial aid system for our students has not been adjusted to fit these signifi- 
cant changes and therefore, in many aspects, has failed to meet the educational objectives 
of the nation. 

The Vermont Task Force approached these issues with two guiding principles: first, coopera- 
tion among parties who have a vested interest in Americans receiving postsecondarv education or 
who are currently investing in that cause needs to be improved; and, second, access to postsec- 
ondarv education for all Americans likewise needs improvement. 

There are many parties who either invest in postsecondarv education or who are the benefi- 
ciaries of that investment. The activities of these parties are poorly integrated at best. The first 
task of any restructuring of postsecondarv finance is to identify who has responsibilitv for what 
and how meeting those responsibilities can be achieved efficiently. 

In our view, access to higher education for all Americans is the goal of postsecondarv educa- 
tion financing. Especially in the cases of African-Americans, Hispanics, and low-income popula- 
tions, the record of access is poor. Baccalaureate degree attainment for white high school gradu- 
ates increased slightly during the 1980s, while the rate for African-Americans dropped sharply 
(Mortenson 1991). The college enrollment rate for Mexican-Americans has declined over the 
past 18 years. The college enrollment rate for 18- to 19-year-old Mexican-American high school 
graduates equaled that of whites in 1974, but by 1988, it stood 22 percent below. The college 
enrollment rates of Americans from lower-income ranges rose between 1966 and the 1970s, but 
those achievements deteriorated during the 1980s. About 40 percent to 50 percent of the gains in 
higher educational participation by students from low-income families made between 1966 and 
1975 were lost during the 1980s (Mortenson 1991). 

The sections that follow will demonstrate how a costly, inefficient financial aid system is failing 
to address the needs of students and socictv. 

Burgeoning Adult and Non-traditional Student Cohort Underserved 

With the exception of the GI Bill, legislation expanding the role of the federal government in 
support of postsecondarv students has had the traditional student, and the traditional paradigm, 
in mind. That student is generally understood to be 17 to 22 years old, financiallv dependent, and 
enrolled full-time in a program based on the acquisition of a diploma or certificate upon the 
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completion of a requisite number of credit hours. While such a traditional definition of the stu- 
dent population is still accepted by many colleges and universities, and by many of the ancillary 
support services, it is anything but the norm. According to Hampton and Ross (1992), more than 
(56 percent of the 17 million undergraduate students enrolled in public and private postsec- 
ondary institutions (including proprietary institutions) do not fit the definition of a traditional 
student. This non-traditional cohort is more diverse, showing a higher percentage of women and 
minorities than the traditional cohort. Members of this group are predominantly self-supporting 
(62 percent), live off campus, and have an average income of $25,000. 

Between 1965 and 1988, the percentage of undergraduate students 22 years of age or older 
rose from 25 percent to 40 percent (Hauptman n.d.). During the same period, part-time enroll- 
ments rose from less than 25 percent of total undergraduate enrollments to more than S3 per- 
cent. More than half of all student aid recipients now qualify- as financially independent, and one- 
third of all current college students are independent. 

Further complicating the definition of the student in the 1990s and beyond are the increasing 
numbers of part-time graduate enrollments and non-degree and even non-credit enrollments in 
institutions of higher learning. This increase is motivated by the need of college graduates to stay 
current with new developments in their professional fields. 

The shortcomings of the current system with regard to non-traditional students fall into 
several areas: 

1. The relative unavailability of aid for part-time students. While eligible for some loan support, stu- 
dents attending less than half-time only became eligible for Pell Grants in 1986. This provi- 
sion, however, has still not been funded. 

2. The unavailability of aid for non-matriculated students. Eligibility for most forms of federal aid is 
predicated upon matriculation in an approved institution. 

3. The calculation of eligibility. Need determination does not reflect the realities of adult life, 
including such considerations as opportunity costs (lost income) incurred by students tak- 
ing a half-time or greater load, and living expenses of mature students with families. 

4. The high percentage of institutional aid given to traditional students compared to non-traditional stu- 
dents (95 percent to 5 percent). 

5. Inadequate incentives for employer participation. Themselves beneficiaries of employee educa- 
tional efforts, employers are offered no immediate incentives to support employee training 
and education financially. 

Full-time degree instruction designed to serve the needs of young adults will remain a major 
responsibility of postseeondary institutions. However, many colleges and universities, especially in 
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metropolitan areas, already serve increasing numbers of adult, first-time or pre-baccalaureate stu- 
dents, and will continue to do so. In addition, adults who have already completed degrees are 
returning to colleges and universities for purposes of professional growth and personal enrichment. 
These three groups, described as separate cohorts, are, in fact, overlapping and even interwoven. As 
we move into the 21 si century, our federal support for students must account for this complex 
mosaic of motivations and the array of parties that benefit from lifelong learning opportunities. 

A Costly, Confusing System That Deters Access 

The current system of financial aid for postsecondary students is too complex. This complexi- 
ty is most evident in the multiplicity of aid programs at the federal, state, and institutional level 
and in the student aid application and reapplication process (needs analysis). 

Students must fill out aid applications that typically contain more than 100 questions, must 
reapply each year using the same lengthy form, and must often submit multiple applications lor 
federal, state, and institutional aid programs. Research in other federal assistance areas suggests 
that lengthy forms and dense bureaucracy are barriers to applicants receiving the appropriate 
aid. A 1988 survey for the Southern Governors' Association found that at least 16 percent of all 
applicants for AFDC and Medicaid benefits were denied assistance due to application problems 
(Shuptrine and Grant, 1988). 

As part of efforts to improve government efficiency during the Carter and Reagan administra- 
tions, various agencies began a series of quality control studies. In the area of Title IV (postsec- 
ondary student aid), a series of pilot studies beginning in 1978 determined that hundreds of mil- 
lions of dollars had been erroneously awarded under the Pell Grant program due to inaccurate 
data from student aid applications. A 1986 quality control study conducted bv the U.S. 
Department of Education found that approximately one-third of all Pell Grant recipients received 
incorrect awards due to erroneous information from student aid applications (Advanced 
Technology 1987). 

Respondents to a recent survey found only the IRS tax forms and state tax forms more com- 
plex than aid applications (Shuptrine and Grant, 1988). Coupled with the increased dependence 
families have placed on student assistance for access to higher education, the system faces 
increased public skepticism and eroding public confidence. 

The problems with need analysis are the result of conflicting, or at least competing, macro- 
equity and microequity intentions — to fairly distribute federal funds for higher education among 
U.S. citizens while encouraging low-income access and institutional choice. Thus, the standard 
formula at the foundation of need analysis (Need = Cost - Family Contribution) represents an 

14 u 



131 



attempt to measure the level of assistance needed for both access and choice. Any of a thousand 
comparisons will show the inequity of this formula. A 30-year-old student who earned SI 5,000 last 
year and wants to attend a state college with a yearly tuition of about S4,()0() will receive substan- 
tially less aid than a 22-year-old student who lived away from home for the past two years and 
earned SI 0,000 at odd jobs last year but who wants to attend a private college with a yearly tuition 
above S20,()()0. In addition, the desire to assess need accurately and to assess need simply have 
been in conflict. More regulations have produced more complexity and less reliability, which 
affects such critical areas as access and choice. 

A Call For Programmatic and Fiscal Accountability 

Qualitv, within the realm of financing postsecondary education, encompasses five broad 
areas: 1) academic excellence (positive experiences and outcomes in all aspects of higher educa- 
tion related to faculty, students, research, facilities, and public service); 2) choice (reasonably 
comparable opportunities lor learning across institutions, two-year and four-year, public and pri- 
vate, assuring that financial status not be a prerequisite to quality instruction): 3) pioduct (mea- 
surable results that impact individuals and socictv in ways that are meaningful and intentional); 
4) performance (on-going development and achievement by individuals and institutions) and 5) 
fiscal responsibility (programmatic efficiency related to design, implementation, and evaluation). 
Accountabilitv mechanisms determine whether or not an institution or an individual meets the 
characteristics of these areas, assuring "quality" in higher education. 

Accountability, within the realm of financing postsecondary education, links the funding of 
higher education to the benefits of higher education by examining whether or not financial aid 
programs result in efficient and effective tise of scarce resources. Again, this should be measured 
on the basis of academic and fiscal performance. At a policy level, this requires that the philoso- 
phy and processes of the program are constructed with accountabilitv in mind. At an institutional 
level, this requires that mechanisms be put in place to document "quality," from the various per- 
spectives of students, faculty, facilities, ii'id programs (to be provided to federal funding agencies 
as well as the general public). On an individual level, this requires thai students take responsibili- 
ty for their own academic performance (suggesting that financial aid is a right, not a privilege): 
again, this means that specific performance- criteria be established and that assessment instru- 
ments and processes be implemented. 

Currently, linkages between financial aid programs and issues of qualitv and accountability 
are ignored, most likely because of inherent political and other difficulties, (tainted, it is not easy 
to measure qualitv or to design reasonable processes for accountabilitv; it is even more difficult to 
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agree on standards that would serve as a basis for such assessment. However, individuals, institu- 
tions, and the government increasingly demand a return on investment. People want to know 
whether or not taxpayer support for the financing of higher education is an effective and effi- 
cient use of scarce resources. Current trends suggest that the time is right to examine ways to con- 
nect funding to quality of education. 

One such connection that would increase an individual's accountability to the system is the 
service learning trend. Students involved in these programs are required to participate in service 
programs, either in exchange for aid or as a method of repayment. Such a system gives students a 
greater sense of involvement in aid programs and encourages them to be more accountable for 
their actions, as well as fostering an increased sense of social responsibility. 

A number of social phenomena suggest that reforms of postsecondary financing are timely: 

1. Funding K-12 education in a radically different way than higher education is no longer 
valid because a high school education is no longer sufficient in the job market (e.g., college 
experience is often required for jobs only because there are people applying who have 
those credentials). 

2. Staying in school and getting a degree is linked to economic and social success (e.g., 80 
percent of American prisoners never finished high school, and a person with a two-year 
associate degree is likely to make more money than a person with three years of undergrad- 
uate study who never finished a baccalaureate program). 

3. Community colleges are playing an increasingly important role in American education 
(more than one-third of all college students attend two-year institutions, and the average 
age of the college student continues to rise, suggesting the need for ongoing attention to 
programs for independent students). 

4. Because accountability is not addressed at the federal policy level, the public and media 
take the role of manipulating information and processes related to "quality control" in 
higher education, often politicizing accountability in a way that is destructive to teaching 
and learning (e.g., equating certain SAT scores with an individual teacher's or school's 
ability to perform). 

In short, designing financial aid policy that requires students to take responsibility for their 
own performance (encouraging better performance and retention), that requires institutions to 
take responsibility for programmatic performance (encouraging more efficient and effective use 
of academic resources), and that requires the government to fund in accordance with quality con- 
trol (encouraging public support for higher education and, probably, public education in gener- 
al) makes the system accountable to itself as well as to social change. 
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Current System Discourages Savings 

Several forces have been at work on the postsecondary financing system to make savings a 
much less significant part of meeting college costs today than in the past. These forces have 
plaved off each other in the following ways: 

Beginning in the 1950s, parents did not start saving for retirement until all their children were 
out of college. Heavy financial sacrifice was expected throughout the extended family in order to 
send the vounger generation to college. Statisticallv speaking, in the 1950s families covered 73 per- 
cent of the costs of higher education at public institutions and 94 percent of costs at private institu- 
tions. This percentage in both categories shifted to 70 percent. 82 percent in the 1960s. 44 per- 
cent 47 percent in the 1970s and 37 percent 52 percent in the 1980s (Kramer 1992). 

Since the end of the 1980s, real income has actually declined: at the same time that the cost 
of attendance has continued to increase significantly on a yearly basis. The average family income 
in 1987 was S40.720 for traditional students and S25.255 for non-traditional students. During the 
1980s, personal income grew on an average of 75 percent. However, during the same period, the 
average cost of a four-year public institution grew by 95 percent, while the average cost of a four- 
year private college grew 120 percent (Merisotis 1991 ). 

What further exacerbates this situation is the perception that college costs are much higher 
than they really are. Eighty-seven percent of the people interviewed in a recent Gallup poll felt 
that college costs will soon be out of reach for most people. Most of those surveyed overestimated 
the real cost of a college education bv a factor of three (Kirshstein et al 1990). This erroneous 
perception has led to the pervasive belief that there is no use saving for college, since a family or 
individual could never save enough to defray the total costs. 

In addition, some believe that having savings will jeopardize the student's or parents" ability to 
qualify for financial aid. This leaves many families ill-prepared to meet college costs and forces 
them to settle for low-cost colleges that may not meet the academic needs of the student. In reali- 
iv. families that haven't saved are asked to pax only slightly less than those who have. For example, 
a family with a S64.000 income and SI 0.000 in savings will be asked to pay up to SI 1.220 for the 
first year. Without the savings the required contribution would have been S9.700. For each dollar 
a family saves, it loses only S.06 in aid. 

The c reation of substantially subsidized lc an programs over the vears has also discouraged sav- 
ings since the loan terms have been so attrac tive. As costs continue to rise and loan terms become- 
less advantageous, parents and students max look at saving once again as a costn-ffective means of 
financing education. 

However, the 1980s created a generation of families that has alreadv borrowed up to and. in 
many cases, beyond their ability to handle monthly payments before their children are college 
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age. Lenders and financial aid personnel have found that even those who have been able to 
save only have enough to cover the first semester. Refinancing houses, cashing in retirement 
plans, and home equity loans are all being used by families as ways of getting money for col- 
lege. Non-traditional students usually do not have these resources available to them. It doesn't 
take long to realize that what the parents or students do not save, they will be paying interest on 
for decades to come, often w?ll into their retirement. Many families and students do not have 
any of the borrowing resources listed above to which they can turn. In fact, college administra- 
tors find that some parents are still paying off their own college loans as their children prepare 
to go to college. This, of course, shifts the burden of college payments on the students to carry 
over into their adult life. 

The trend from saving to borrowing has led to the removal of several major incentives for sav- 
ings. Education-related expenses are no longer tax deductible, nor do families have access to 
403b plans (voluntary, tax-exempt retirement plans from which an employee could withdraw 
funds without penalty, provided those funds were used for educational purposes). Interest deduc- 
tions for second mortgages and home equity loans remain, if one can afford these financing 
plans to begin with. 

Finally, the breakup of many "traditional" families, with original parents in over half of all 
families living separately, has created an asset battle in which the incomes of both extended fami- 
lies are taken into account and in which the contribution, or lack thereof, of one parent inhibits 
the efforts of the other. The loser tends to be the student. 

Excessive Reliance on Guaranteed Student Loans 

The Guaranteed Student Loan (GSL) program was initially designed to assist middle-income 
families by shifting some college expenses from parents to children. It was developed to comple- 
ment the grants program, not to replace it. However, since 1965— particularly in die 1980s— there 
has been a dramatic increase in the emphasis on borrowing as a major component of financial 
assistance. Subsequently the government has had to develop a complex system to assure monev 
loaned up front. Because students do not have collateral, the government, as an independent 
source, guarantees its investment with assurances to lenders. 

In 1992, the annual borrowing limits for the GSL were S2.625 for first- and sccond-vear stu- 
dents, S4.000 for third- and fourth-year students, and S7.500 for graduate students. These limits 
do not reflect origination and guarantee fees, which actually reduce amounts. The limits on total 
amounts were SI 7,250 for undergraduates and S54.750 for graduate students. Currentlv. the 
interest rate- during school and the first four years after school is 8 percent. After, it climbs to 10 
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percent. In 1975-76, loans made up 21 percent of federal aid, compared with 63 percent of feder- 
al aid in 1990-91 (College Board 1992). 

The government pays for the security of the program, and it is costly. The government guar- 
antees the market rate for the life of the loan and pays for the interest rate while a student is in 
school. Because special allowance fees fluctuate to short-term federal borrowing rates, student 
loans fluctuate as well. It is estimated that the GSL program costs the federal government 
between 30 cents and 50 cents on the dollar (Merisotis 1991). 

Defaults cost the government S3 billion in 1991, compared to S200 to S300 million in the 
earlv 1980s. The cumulative default rate for students in 1990 was 14 percent (U.S. Department of 
Education 1991). 

Until recently there was no system to prevent the lending of money to "high-risk" borrowers 
who were likely to default. The banks certainly had no incentive not to lend money, since they 
knew full well that the loan repayment was guaranteed by the government. 

The costs of loans have not been calculated for inclusion in the current federal budget. 
Credit reform has begun to address this problem. One advantage to diis form of accounting is 
that the government would have a more accurate estimate of how much the loan program costs. 

Even when students are eligible for the full loan amount, they still may not have a viable- 
choice to attend their preferred school; because of anticipated debt, students may be forced to 
make decisions that may not be in their best academic and professional interest. 

The process of borrowing is complicated and makes the transition from high school to col- 
lege difficult. Currently the borrowing program is locked into a complex system: complicated 
needs analvsis, complexity of implementation, costs of securing the GSL, and high rate of loan 
defaults. The svstem was designed for up-front accountability. Because everything is so well 
entrenched, the program is resistant to change or adaptability. 

Students are still considered a long-term and somewhat unreliable investment (lending agen- 
cies require a guarantee on their loan). The current loan program is inflexible with regard to 
repayment; that is, it docs not consider the potential difference in financial stability between the 
first vear and the 10th year out of college. In some cases, students or parents must repay loans to 
several lenders who work independently. When interest rates increased between fiscal years 1987 
and 1989, the special allowance payment to lenders (to subsidize the guaranteed low interest 
rate) tripled (General Accounting Office 1992). 

In the mid-1970s, federal and state aid to colleges increased. Ironically, loans kept up with 
inflation rates more closely than tuition increases (Kramer 1992). Currently, the burden is on the 
borrower, particularly with state and federal aid on the decline. Many students have attended col- 
lege because of GSL assistance; however, the consequence of greater use of the GSL program and 



VI 145 



136 



ERIC 



the effects of a financial aid program highly dependent on loans have created much fiscal and 
administrative stress for the government. The GSL program is stuck with a centralized system of 
regulations and restrictions that has proven to be costly and inflexible. The shift to a borrowing 
system that offers little preparation for the consequences may adversely affect the government, 
the economy, and, most importantly, students. 

Inequitable Treatment of Low-Income Students 

The distinction between access and choice was not as important in the early 1970s when 
the current model was developed as it is now. Two significant changes have occurred: an 
increased diverse student population and an increased diverse range (costs and types) of post- 
secondary education institutions. Choice is constrained by the needs analysis process. 
Currently, assets are calculated in expected family contributions and therefore are not avail- 
able for use by families to choose among institutions. The range of college costs is now signifi- 
cantly broader than 20 years ago, with some public institutions costing between $5,000-56,000 
per year (for tuition, fees, room, and board) and, at the other extreme, some private institu- 
tions costing above $20,000. 

Twenty years ago, when the range of college costs was narrower and when the student pop- 
ulation was less diverse, it seemed possible to allow students to choose the college they wished 
to attend and use those costs within the needs analysis formula. The government did not need 
to develop an aid policy that established clear distinctions between choice and access, because 
the financial implications were not, comparatively speaking, as great as they are in the 1990s. 

When the student chooses one key variable in the needs analysis formula (cost), it does not 
matter if the second key variable (expected family contribution) is arrived at uniformly for all 
students. The system is already inequitable. One student's resulting need will significantly sur- 
pass that of another, not necessarily because of lower expected family contribution but because 
of the higher cost institution desired. Higher-income students aspire to higher-cost institutions, 
thus placing higher income students on a level playing field with lower-income students for 
financial aid. This is due to an inflated apparent need of higher-income students. 

Lack of Information Prevents College Success 

The level of college dropouts is a national problem of significant proportions. The U.S. 
Census Bureau confirms that there is significant correlation between the rate of college dropouts 
and family socioeconomic stams; the lower the status, the higher the risk of students dropping 
out. Further, the unemployment rate of dropouts is extremely high (52 percent are either unem- 
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ployed or receiving welfare payments of some sort), resulting in a significant drain of national 
resources throughout their lives. Because critical jobs in our changing society require higher edu- 
cation for training, the loss of students puts the nation at risk for staffing high level jobs. 

Vertical equity in the society demands that more significant interventions be made at earlier 
times for people of lower socioeconomic status. 

Savings programs have been criticized for being more directly targeted to higher-income fam- 
ilies because only those with disposable income can save for long periods of time before their 
children are ready to enter college. Furthermore, money alone has been shown to be clearly 
insufficient to ensure the success of poorer students even when they are admitted to college. 

Indeed, because of family considerations and other determinants of disposable income, stu- 
dents from low socioeconomic status backgrounds are likely to attend two-year and vocational 
schools (when they go at all), rather than being able to afford the luxury of four years of educa- 
tion and the future earning power that brings. 

Availability of financial aid is not sufficient to lower the dropout rate of low socioeconomic 
status youth. Programs that provide mentoring, counseling and other special services for young 
students help raise self-esteem and ensure overall success. Early intervention helps establish long- 
term patterns that can influence school performance and outlook on life beyond school. 

Roles and Responsibilities for 
Higher Education Financing 
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he current system of higher education financing has carried this country through a 
' period in which postsecondary education has gone from being an optional adjunct 
!?j to high school to being a requirement for many of the new technical jobs that form 
jA . the majority of opportunities for members of the adult society. In addition to chang- 
ing work requirements, adult learners are facing increasing financial burdens. The implications 
are that comparative responsibilities and roles that different players in society can accept vis-a-vis 
financing higher education must shift over time. Any plan for financial aid reform must clearly 
delineate the roles and responsibilities for each contributor. 

The following discussion assumes that students and families, state and federal governments, 
private and public postsecondary educational institutions, and businesses and philanthropy con- 
tribute to postsecondary financing. We offer some points pertaining to how and why these differ- 
ent sectors should interact to produce a fairer, less complex and more accessible postsecondary 
financial aid svstem for both traditional and non-traditional students. 
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Students and Families 

As shown earlier, the changing nature of the higher education student population requires that 
any new financing system address the needs of dependent and independent students. Family and 
individual responsibilities for financing higher education ought to be defined on the basis of whether 
a student is classified as dependent or independent. Family income provides dependent students 
with a core financial contribution for access to higher education and extra contributions to enable 
student educational choice. 

For independent students, the family of origin income does not enter into the core financial contri- 
butions to education. Primary familv income often provides these funds instead. However, adult mem- 
bers of independent families may have responsibilities to children and spouses that lower their ability to 
contribute to educational costs. Extra contributions from either family source can further choice. 

For any financial aid program, students and their families must retain the ultimate responsi- 
bility for discharging financial obligations incurred according to their contractual arrangements. 

State Government 

State governments establish and partially fund public higher education institutions, providing 
broad-based geographic and programmatic access for students. The level of state funding for pub- 
lic institutions and the quality of programs they support are perhaps the most critical and essen- 
tial components of a state's responsibilities in higher education. 

States, however, should also be responsible for disseminating information about and adminis- 
tering certain aspects of financial aid programs. In addition, state governments may establish 
state-based financial aid programs. 

State governments have closer ties to regional populations and employment needs, and thus 
should provide important input into federal workforce training priorities, as well as decide- how 
federal incentive programs are carried out. 

At the local level, states have an important role in defining local workforce training needs and 
supporting the development of programs that serve those needs. 

Through regional boards and state certification standards, states are responsible for monitor- 
ing the content and quality of specific programs at both public and private institutions within 
their jurisdiction. 

Federal Government 

The federal government mu i continue to take a central role in supporting financial aid for 
higher education for the following reasons: 
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First, at the most fundamental level, supporting access to higher education is in line with the 
democratic principles upon which the country is built. The federal government is the most cen- 
tral player with a view to protecting and promoting the interests of all geographic, ethnic, and 
economic groups. Of all the financing partners, it is the federal government that can provide cru- 
cial leadership, whether through offering encouragement and incentives to other partners or 
through its own actions. Thus it is in the best position to develop and oversee broad policies that 
ensure access to appropriate educational opportunities for all citizens. 

Second, on a more pragmatic level, there are substantial public benefits that result from creat- 
ing broad access to higher education opportunities. The public benefits include a general increase 
in the economic viability of individual citizens and an increase in literacy and workforce skills. An 
overall improvement of living standards is an obvious gain for society as a whole. Increased produc- 
tivity and workforce sophistication is clearly important to the competitive position of the country. 
And finally, democracies arc based on the belief that government functions better as its population 
gains knowledge and sophistication through education and increased literacy. 

Third, due to its central role in society, the federal government can provide specific incentives 
for educational opportunities by encouraging other sectors to target specific populations or par- 
ticular educational programs. This funding can support important national goals such as math 
and science education or minority engineering programs. 

Fourth, the federal government can act as a coordinating agent to establish common parame- 
ters for the administration and dispersal of grant and loan funds. These parameters can then be 
followed and locallv interpreted by states and institutions. 

Postsecondary Educational Institutions 

The responsibilities and roles of an educational institution van with the type of institution- 
public, private, or proprietary. Dissemination of information and local financial aid program 
administration may be functions common to all three types. 

Public institutions have the specific role of prodding access to higher educational opportunities to 
a broad range of students. This is accomplished by delivering appropriate programs, providing institu- 
tional aid, and operating in a fiscally responsible and cautious manner. Public institutions provide the 
greatest programmatic and financial access for students. To do this, these institutions must make ser- 
vices available in ways that reflect the varying needs of traditional and non-traditional students. 

Public institutions also have responsibilities to act in concert with businesses and/or philan- 
thropic organizations to respond to workplace and student needs, and to create programs and 
funding mechanisms to serve them. 
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Private institutions are not bound by the same programmatic or financial constraints as public 
institutions. However, they may provide institutional financial support to further their own goals 
of program and student diversity. In addition, both private and public schools advise students 
about financial aid and administer public funds when appropriate. 

Business and Philanthropy 

Businesses are primary beneficiaries of student educational attainments. As such, they should 
(1) work cooperatively with higher education in defining and funding programs that address 
their specific needs (2) encourage ongoing professional development education opportunities 
through employee tuition reimbursement plans and (3) participate in early intervention pro- 
grams to encourage preparation for higher education. 

Philanthropists are free to pursue their private interests and goals related to higher educa- 
tion, with no specific public policy responsibilities. Thus, philanthropy can be a primarv source of 
funds and initiatives for special interest programs and facilities. These private funding sources 
often provide the programmatic and student body diversity that is desired by both public and pri- 
vate institutions that have otherwise limited funding. 

Philanthropy may also be a primary source of funding to enable choice for students of lower 
socioeconomic status. Need-blind admission programs are often dependent on strong college 
endowment programs. 

Private funding may also support long-term early intervention programs in ways that are not 
possible with public funds. For example, private funds can be used to support a small, specially 
selected group of students through their public school and college years. 

Distributing the Cost of Postsecondary 
Education: A Proposal to Redesign the 
Federal Student Aid System 

/ \ n y redesign of the federal student financial aid svstem must confront the problems 

f with the current system (as described above). This program proposal seeks to reduce 

!! £}\ complexity, promote quality and accountability, enhance savings, constrain stuuenLs' 
w~ increasing reliance upon loans, support early intervention efforts, and address the 

needs of non-traditional students. In addition, however, any proposal must also delineate the coor- 
dination of roles and responsibilities of the various parties involved in postsecondary financ e. This 
coordination of roles — and distribution of costs — is the starting point for our proposal. 
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While mam parties absorb some portion of the costs of postsecondarv education in the 
United States, the majority of these costs are paid for by students, their parents, and taxpayers. 
Students pay directly lor postsecondarv education costs, as well as indirectly through loss of 
income while attending. Parents often pay direct costs such as tuition and fees for their depen- 
dent children, as well as absorbing indirect costs such as a portion of room and board and other 
expenses. Finally, all taxpayers absorb postsecondarv costs in supporting locallv- and state-sup- 
ported public institutions, and state and federal financial aid programs. 

In the majority of other Western countries, it is taxpavers who absorb most of the direct costs 
of postsecondarv education through direct institutional support that results in low or no student 
tuition charges. In the United States, the states historically have supported public institutions at 
varying levels, and the federal government is a relative late-comer to the financing of postsec- 
ondarv education— primarily within the past 30 wars. The states' investment continues to be sig- 
nificantlv greater than the federal investment in postsecondarv education in the United States. 

Thus, U.S. taxpavers support two public policy objectives for postsecondarv education with 
their tax dollars: First, the majority of locallv- and state-generated tax dollars forms the investment 
base in public postsecondarv institutions, resulting in reduced (or below actual cost) tuitions for 
all students. Second, the majority of federally-generated tax dollars fund the federal student 
financial aid programs. The prospects for fiscal efficiency and the realization of public policy 
objectives (such as access to postsccondan education) are diminished because these two taxpay- 
er-supported svstems operate independently, and because much of the federal investment is 
expended in institutions of questionable quality and with negligible accountability. The publicly- 
supported institutions lobby for increased federal financial aid so that students can afford increas- 
ing tuition rates, and the proponents of the federal financial aid system contend that "oitt-of-con- 
irol" tuition hikes at the state and local level jeopardize the integrity of the financial aid system. 
There are few fiscal incentives for either system to respond to the other. 

To achieve an increased degree of fiscal efficiency and to promote access to postsecondarv 
education, these two taxpayer investments need to be carefully linked, and there should be 
improvements in accountability for them. States should retain the responsibility and autonomy 
for supporting their public institutions through state appropriations, and the federal government 
should retain its responsibility to make some form of postsecondarv education financially accessi- 
ble to citizens who can benefit from college. However, these two roles ought to be mutually rein- 
forcing—the states should seek to benefit from the federal investment that guarantees access to 
postsecondarv education, and the federal government should seek to benefit from state invest- 
ments that support institutions (and access) and reduce costs for students. 

This linkage can be accomplished by considering the responsibilities and interests of the three 
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primary participants (or shares) involved in the financing of postsecondary education: state and 
local governments, the student and/or family, and the federal government. The state and local 
government share can be measured by the annual amount appropriated for public postsecondary 
education. The student and/or family share can be measured by the expected family contribution 
(EFC) based upon measures of annual income, not including assets. The federal share can be mea- 
sured by the support of financially-needy students through federal grants. This share should only he 
extended to students attending regionally-accredited and state-certified postsecondary education institutions. 

Currently there are five major federal student aid programs: two for grants (Pell and 
Supplemental Educational Opportunity Grants [SEOG]), two for loans (Stafford and Perkins), 
and the College Work-Study program. 

Each program has its own unique history and characteristics. However, an ef ficient use of fed- 
eral resources is more likely to be achieved through some program consolidation. For example, 
in order to administer the increased funding needed to support the federal grant program 
described in this paper, SEOG funds should be integrated with current Pell funding. If our feder- 
al grant proposal were implemented, and provided access to postsecondary education, continua- 
tion of two federal grant programs— one administered by the government and one bv the col- 
leges — would be unnecessary. 

A very similar rationale applies to the two loan programs. The Stafford loan program is 
administered by the federal government, whereas the Perkins program (offered at a lower inter- 
est rate) is administered through the colleges. With a comprehensive grant program in place, 
there would not be as compelling a need for the highly-subsidized Perkins program, nor for the 
degree of subsidy in the current Stafford program. These funds should be collapsed into one 
loan program with two emphases as described later— subsidized loans for students unable to meet 
the total budget costs at the index level, and unsubsidized loans for costs beyond the index level 
for students with family income below a certain level. 

The College Work-Study program has become an integral piece of the student financial aid 
system, and administration of these funds at the institutional level is essential. This is the one 
"campus-based" aid program that should continue to be campus-based. 

Share One: State and Local Government 

The re-design of the federal financial aid system should begin with a review of the states' 
investments in public postsecondary education and the numbers of students served through this 
primary investment. This does not and cannot mean that private postsecondary education will be 
ignored. In fact, private colleges will benefit if the state and federal investments are linked. One 
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key measure of the states' investments in public postsecondai y education is the approximate cost 
to attend either a two-year or four-year public college. According to the College Board, these costs 
for 1991-1992 are as follows: 

Table 1 

Approximate Student Budgets, 1991-1992 

Public 2-vear college Public 4-vear college 
Tuition/fees SI, 022 S2.137 
Books/supplies S480 S485 
Room/board* S3,351 S3.351 
Personal expenses* SI, 147 SI, 14/ 

Transportation* S464 S464 



TOTAL S6,464 S7.584 

•College Board data did not include ar mills under these categories for public iwwar colleges. For die purposes 
of this paper, the costs at the public four-\eai colleges were used for two-war colleges as well. 

Source: College Scholarship Service. Manual for Student Md Adminhtmton: IW2-1991 Policies and Procedures (New 
York: The College Board. 1991). p.9.3 

These amounts can be used as an index that reflects the average cost for a student to attend a 
public two-year or four-year public college, and as a measure of local and state share of support 
for postsecondary education. 

However, the total expenses include two categories— personal expenses and transportation- 
thai vary dramatically for the broad range of students attending the current variety of postsec- 
ondary institutions. Therefore, the index should include only those quantifiable direct costs over 
which institutions have some control or influence: tuition and fees, books and supplies, and room 
and board. This would result in the following 1991-1992 indexes: 

Two-year public college S4,853 
Four-year public college S5.973 

The cost to attend public colleges ranges from the low tuition states of California, North 
Carolina, and Texas to the high tuition states of Pennsylvania, New Hampshire- and Vermont. 
The use of an index within the federal financial aid system could respect the states' autonomy 
and still influence appropriate tuition increases and constraints. To accomplish litis, the cost index- 
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es should he the median cost to attend a two-year and four-year public college in the United Stales. An 
index established at the mean, or average, cost would contribute to tuition increases at the state 
level. An index established at the median, or mid-point, of tuition levels of the 50 states would 
create incentives for those states with tuitions above the median to constrain their tuition 
increases, and it would create incentives for those below the median lo increase their tuitions 
closer to the median. The use of this index would contribute to overall cost containment and 
fiscal accountability. 

Share Two: Student and/or Family 

The second share is the student and/or family contribution. This contribution should be pro- 
portional to the level of annual income. For dependent students this is a measure of parental 
income; for independent students this is a measure of the student's annual income, or if married, 
a measure of the student and spouse annual income. 

This proposal suggests that the student and/or family contribution be calculated just upon 
measures of annual income (such as the adjusted gross income). Student and/or family assets 
would be excluded. There are a number of reasons for this: First, for most students eligible for 
federal financial aid, the portion of the family contribution drawn from assets is minimal. 
Second, the fact that some contribution is drawn from assets has created the perception that 
there is a significant disincentive for families to save. Ironically, it is verv possible that what is lost 
by families in not saving is much larger than the actual amount of the family contribution drawn 
from assets. Third, with the disincentive to save removed, eliminating assets from the federal 
grant formula would generate additional savings for college. The elimination of the savings dis- 
incentive would likely generate more savings than tax incentives or government bonds. Fourth, 
and finally, there should be intergenerational limits on the responsibilities for financing postsec- 
ondary education. Parents should be expected to part with a portion of annual income for their 
children to gain access to postsecondary education. They should not be required to part with 
other assets such as retirement savings, their homes (through equity loans or second mort- 
gages), other possessions, or their inheritance from the preceding generation. Access to higher 
education is both a public and private good, and the use of assets to gain access to education tips 
the balance too far in the direction of a private good; it places too great a burden on the family 
as a whole and parents in particular. 

However, this does not mean that assets should not be used to offset postsecondary costs. 
Assets should be used by the family when students choose to attend a college with costs above the 
index. In other words, assets should be preserved for choice— more of a private good or benefit, 
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especially when compared to access, which is equally a public and private benefit. If a student has 
the financial resources to gain access to the median-priced public institution, then the social con- 
tract between the student and society has been realized. Should the student choose to attend a 
more expensive college, he or she should seek additional resources from the family and from 
other (nongovernmental) sources. 

The College Scholarship Service estimates the following "expected parent contributions'- 
based upon direct measures of annual family income for 1992-93: 

Table 2 

Annual Family Income and Expected Parental Contribution, 1992-93 



Annual familv income 


Fvperted parents con 


$24,000 


S630 


28,000 


1,240 


32,000 


1,850 


36,000 


2,510 


40,000 


3,300 


44,000 


4,270 


48,000 


5,430 


52,000 


6,510 



Source: College Scholarship Service. Manual for Stude>,t Aid Administrators: 1992-1993 
Policies and Procedures (New York: The College Board. 199 1 ) . p.3.7. 

Share Three: The Federal Government 

A federal grant is the third share, which seeks to influence the stales share (share 1) and to 
respond to the student/ family share (share 2). The federal grant should be large enough so that 
the sum of the student and/or parent contribution and the federal grant equals the investment of 
the state's share, or the median direct costs to attend a either a two-year or four-year public col- 
lege This arrangement guarantees that the three principal partners share the costs appropriately 
to achieve the desired public policy goals of access and efficiency. Looked at from another per- 
spective, the program would work in the following manner: 

Share #1 : the state investment in postsecondary education, as reflected in the median cost 

- Share #2: the sum of the parental and student contribution 

= Share #3: the amount of the federal grant to provide access 
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For a dependent student with parental income of $32,000 attending a two-year college, the 
formula would work as follows: 

Share #1: §4,853 median cost to attend public two-year college 
-Share #2: $1,850 family contribution 
= Share #3: $3,003 amount of federal grant 

For a dependent student with parental income of $32,000 attending a four-year college, the 
formula would work as follows: 

Share #1: $5,973 median cost to attend public four-year college 
-Share #2: $1,850 family contribution 
= Share #3: $4,123 amount of federal grant 

In each case, the index of the median cost is the starling point. Subtracting the family contribution 
from the index yields the amount of the federal grant. If a student is attending a two-year college 
or less, the two-year public college median is used. If the student is attending a four-year college, 
the four-year public college median is used. 

Using the median as the index and calculating family contributions based upon adjusted 
gross income simplifies the planning and budgeting of the federal grant, as illustrated in Table 3 
(using just the four-year public college index): 

Table 3 

Index, Family Contribution, and Federal Grant 



Annual 

Familv 

Income 



4-year 

College 

Index 



Family 
Contribution 



Federal 
Grant 



$15,000 
24,000 
28,000 
32,000 
36,000 
40,000 
44,000 
48,000 
52,000 



$5,973 
5,973 
5,973 
5,973 
5,973 
5,973 
5,973 
5,973 
5,973 



$0 

630 
1,240 
1,850 
2,510 
3,300 
4,270 
5,430 
6,510 



$5,973 
5,343 
4,733 
4,123 
3,463 
2,673 
1,703 

543 

0 
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As Table 3 illustrates, the maximum grant to a student attending a four-year college would be 
S5.973. Students with family income above §50,000 would not qualify for a federal grant. The 
grant should be portable and remain the same regardless of the cost or type of institution attend- 
ed. If a student attended a college with below-median costs, the grant would be reduced by an 
amount equal to the difference between the actual cost and the median (or index cost). This 
emphasizes that the federal share is the third share, and follows the state share as reflected in the 
index level, and the family share as reflected in the family contribution. 

Adjusting the Index 

The index should be calculated every three or five years by listing the average cost to attend a 
public four-year college and a public two-year college in each of the 50 states. The median cost 
among all 50 states would become the index— one index for four-year colleges, and one index for 
two-year colleges. By using the median cost, the federal financial aid system would avoid being linked 
with the mean, or average, cost, which would contribute to tuition rate growth rather than restrain it. 

The index should be adjusted during the intervening years by a measure such as the Consumer 
Price Index. This adjustment would serve as another incentive to restrain tuition rate increases. 

Additional Student Costs 

Any financial aid program must take into account two other kinds of costs for students. First, there 
are costs beyond the direct median costs of tuition and fees, books and supplies, and room and board. 
Second, many public and most private colleges charge direct costs that are higher than the public medi- 
an cost. The challenge is to relate these costs to the financial aid formula. Table 4 contains the approxi- 
mate costs-a total budget— of attendance for one year at a four-year public college in 1991-1992. 

Table 4 
Total Budget, 1991-1992 

Direct costs 



Indirect costs 



Total costs 



Tuition & fees 


$2,137 


Books & supplies 


485 


Room 8c board 


3,351 


Sub-total 


5,973 


Personal expenses 


1,147 


Transportation 


464 


Sub-total 


1,611 




57,584 
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The additional costs ($1,611) for transportation and personal expenses should be the respon- 
sibility of the student and/or family. These costs vary greatly among students, and are not under 
the control of the postsecondary institutions. With direct costs distributed among the federal 
grant, the family contribution and the state investment, the student could borrow the amount 
necessary to cover indirect costs or, since the federal grant has made no claim upon assets, use 
any available assets. This simplification would eliminate these idiosyncratic costs and would also 
guarantee that all students assume some financial responsibility for costs over which they have 
some influence. It also would make it simpler to establish the median index cost for this formula. 

Additionally, if a student attended a public postsecondary institution with above-median 
tuition levels, he or she would have to use available assets or borrow to pay for the above-median 
cost. It would be readily apparent to all state policymakers how the state's public tuition charges 
stacked up relative to the national median. Some states might choose to keep their public tuitions 
relatively high, and to fund a state grant program for needy students to cover the remaining gap. 
Other states with high public tuitions might choose to increase their appropriations to public 
institutions in order to restrain annual tuition increases and to reduce the gap. 

Some states might develop policies that combine both approaches, but regardless, the public 
policy objectives at both the state and federal levels would be clearer by linking federal student 
aid and the state investment in public postsecondary education. 

Many students attend private colleges and higher-priced public colleges with costs significant- 
ly higher than the median-priced public college. The calculation to determine the federal grant 
for these students would be identical to the calculation for students attending a median-priced 
public college: The index cost less the family contribution equals the federal grant. Costs beyond 
the index amount would be the responsibility of the family (by using more income, by using 
assets, or by borrowing), the institution (through institutional aid), philanthropy (through 
grants), or employers (through educational fringe benefits). 

The objective is to rely upon those sources with the greatest interest in students choosing to 
attend higher-priced institutions. The federal government, working in concert with the state and 
the family, has a clear interest in providing access to postsecondary education for all citizens. 
While it has some interest in supporting a diverse array of public and private colleges, the govern- 
ment's interest in choice is much less compelling than the provision of access. Sustaining the pub- 
lic/private diversity of postsecondary education in the United States should not be a primary 
objective of the federal student financial aid system. That diversity should be the objective of 
other players — students and their families, alumni, and the private sector. The federal govern- 
ment can, however, support the objective of diversity by awarding grants to students based upon 
personal income rather than income plus assets, and thus preserve assets for the exercise of 
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choice. For example, Student A with a family income of $40,000, attending a four-year college 
with direct costs of $10,000, would receive the same federal grant amount ($2,673) as Student B, 
who attends a median-priced public college with direct costs of $5,973. 

Table 5 

Students with Family Income of $40,000 

A B 

Direct college costs $10,000 $5,973 

less the EFC* 3,300 3,300 

less the federal grant 2,673 2,673 

Remaining cost $4,027 0 

* Note: EFC refers to expected family contribution. 

Thus, the index would help determine the size of the federal grant. That grant could be com- 
bined with other resources to maintain access and promote choice. Following this approach, 
when a student attended an institution with higher-than-index costs (Student A), the student 
and/or family, the institution, and the private sector would become responsible for the remaining 
costs of $4,027. All participants would know the degree to which the federal government could 
and would support students, and students and families would have renewed opportunities to save 
and build upon their assets. They would know the degree to which institutions would need to 
restrain tuition increases, and they would know how private sources of student aid could be cou- 
pled with these other investments to promote diversity and choice. 

Financial Aid and Student Categories 

The complexity of the current student financial aid system results to some degree from 
attempts through needs analysis to differentiate among different types of students. Any efforts at 
simplification will require a financial aid system that reduces or eliminates such distinctions. The 
student distinctions that are relevant here are: 

• full-time and part-time students; 

• residents and commuters; and 

• dependent and independent students. 

Full-time and Part-time Students 

The median cost should be the index that determines the size of the federal grant for all stu- 
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dents. Thus, the formula (index— EFC = federal grant) should be applied to all students, Full- 
time students should receive the full federal grant. Part-time students should receive a grant 
amount based upon the proportion of credits for which they enroll. 

For example, a full-time student is defined as one enrolled in 12 or more credits per semester, 
or an average of 24 credits per year, A student with an EFC of Si, 850 would be eligible for a feder- 
al grant of $4,123 to attend a four-year college. Were that student enrolled for six credits for two 
semesters, for a total of 12 credits, the grant would be calculated as follows: 

12/24 credits x $4,123 grant (full-time) = $2,062 grant, (half-time enrollment) 

All students encounter tuition and fees, books and supplies, and room and board costs 
whether they attend full-time or part-time. Thus, for purposes of equity and simplicity, the index- 
es (for two-year or four-year public colleges) should be applied to all students, with the grant 
amount adjusted for enrollment status (number of credits divided by 24), 

Residents And Commuters There should be no distinction between these two groups of stu- 
dents. Both incur daily living expenses for room and board— whether at a college dorm, in an 
area apartment, at home with their parents, or at home with their own families. The index 
includes the median room and board cost to attend a public four-year college. Including that 
amount in the formula for all students, regardless of where they live, would make the calculation 
of federal grants simpler and more equitable. 

Dependent vs. Independent Students In our model, family and/or parental assets are not con- 
sidered in determining the amount of the federal grant to reach the index level ($5,973 for the 
four-year colleges and $4,853 for the two-year colleges); it is correlated only with measures of annual 
income. The major question then is how to determine the level of income, and whose income to 
count. This is the only reason to distinguish between dependent and independent students. The fol- 
lowing definitions seek to simplify the descriptive criteria for dependent and independent students. 
Dependent students should include any student, full-time or part-time, who will be 23 years 
of age or under for any portion of the school year for which financial aid is sought, or 
claimed as a dependent on a parent's most recent tax return, regardless of age, 
(Exceptions to this definition would be married students, veterans, wards of the state, and 
parents with dependent children. Regardless of age, these students should be considered 
independent students.) 

Because the index (or median) under our proposal is achieved as a result of the state 
investment, the family contribution from income, and the federal grant, there would be no 
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immediate claim on family assets. It would be more rational to establish an arbitrary, 
although reasonable, age level below which students are categorized as dependent. Thus, in 
terms of the financial aid system, parents would be expected to contribute, if able, an 
amount based upon a measure of their annual income. This is the foundation for some level 
of intergenerational support. Family support beyond this level should be the choice of stu- 
dents and parents. 

Independent students should include any student, full-time or part-time, who will be 24 
years of age or older for the entire period for which aid is applied and is not claimed as 
a dependent on a parent's most recent tax return. (This category should also include all 
married students, veterans, wards of the state, and parents with dependent children.) 
Income measure for independent students would be annual personal income (or family 
income, if married) for the year prior to attendance (AGI). as reported on the most 
recent tax return. 

These definitions of full-time and part-time students, residents and non-residents, and depen- 
dent and independent students, attempt to reduce the distinctions among students and to treat 
students equitably. The profile of the postsecondary student body is now so diverse that efforts to 
further classify and sort students result in complex formulas that increase the likelihood of 
inequitable treatment. We can no longer assume that the 18- to f 1-year-old dependent student is 
the typical college student. Thus, we need clear definitions and clear parameters describing the 
responsibilities of the parental generation. 

Federal Loans 

There should be two kinds of student loans, each with its own eligibility criteria. First, loans 
that are both subsidized and guaranteed should be available for students who need to borrow in 
order to meet the median total budget costs to attend a public four-year or two-year college. 
Second, loans that are guaranteed but not subsidized should be available for students who need 
or choose to borrow costs beyond the index level and whose family contribution is below 150 per- 
cent of the median index. 

Subsidized and Guaranteed Loans 

These loans should be available for students as resources beyond the federal grant and per- 
sonal/family contribution to cover the median total budget costs. As an example, for a student 
attending a four-year college, the median index is S5,97S. The family contribution and the fed- 
eral grant added together equal this amount. However, the total budget (index plus personal 
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expenses and transportation) is $7,584. The remaining $1,611 is the student/ family responsi- 
bility, and for those students without other resources, a subsidized loan would promote access: 

Median total budget cost $7,584 
Family contribution and federal grant (index) $5,973 
Maximum subsidized loan $1,611 

For a student with an annual family income of $36,000, the total resources required would be: 

Expected family contribution $2,510 

Federal grant ± $3.463 

Subtotal $5973 

Subsidized loan +$1,611 

Total (direct and indirect costs) $7,584 

Using subsidized loans this way would allow the additional federal investment to be linked 
directly to state investments (by using the median index to cap the amount of the subsidized 
loan), the family contribution, and the federal grant, and would ensure that all four components 
were directed toward the goal of access. 

Guaranteed Loans 

These unsubsidized loans should be available to all students whose family contribution, based 
upon a measure of annual income (AGI), is less than 150 percent of the access index amount. 
The purpose of this loan program is to guarantee that loan funds are available to all students 
below a relative income level so they can afford to attend a college, public or private, with above- 
median costs when other sources of aid are unavailable. These loan funds should not be subsi- 
dized, because they go beyond the strict provision of access to postsecondary education. A less 
compelling public benefit prevails when a student chooses to attend a more costly college. The 
table below shows annual family income with the related expected parental contribution and the 
EFC as a percentage of the "access index." 
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Table 6 




Annual family income 


EFC 


EFC as % Access Index 


$24,000 


$630 


11% 


28,000 


1,240 


21 


32,000 


1,850 


31 


36,000 


2,510 


42 


40,000 


3,300 


55 


44,000 


4,270 


71 


48,000 


5,430 


91 


52,000 


6,510 


109 


56,000 


7,650 


128 


60,000 


8,820 


148 


64,000 


9,700 


162 



Extending guaranteed loan dollars beyond the 100 percent range would make such loans 
available for a larger number of middle-income families in order to promote some choice as well 
as access. Using the current index, students whose family income is above $62,000 have an expect- 
ed family contribution of $9,700. This level of family contribution represents 162 percent of the 
median index ($5,973), so these students would be ineligible for federally-guaranteed loans. 



Loan Amounts 

The maximum subsidized loan amount for each year should be related to the median total 
budget index, measures of family contributions, and amounts of the federal grant. The subsidized 
loan maximum should be calculated thus: 

Median total budget— (EFC + federal grant) = Maximum Subsidized Loan 

This approach underscores the primary purpose of the federal loan program to work in con- 
cert with the state investment in public institutions, the EFC, and the federal grant in order to 
provide access. 

However, the federal loan program could also be used to promote choice. The maximum 
unsubsidized loan amount should be indexed to one-half of the difference between the median 
total budget for a public four-year college ($7,584) and the median tuition/fee and room/board 
costs of a private four-year college ($14,403): 

$14,403 - $7,584 = $6,819/2 = $3,410 
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This formula would make up to S3,410 available annually in unsubsidized loans to all saidents whose 
family income is below $62,000. Those lower-income saidents who were eligible for the maximum subsi- 
dized loan amount ($1,61 1) would remain eligible for the maximum unsubsidized dollars as well. 

Loan Administration 

Discussion during the reauthorization of the Higher Education Act about administration of 
the Stafford loan program centered on two primary options — direct lending (in which the col- 
leges administer the loans) or continuation of the federal administrative role. Another opportuni- 
ty — state administration of the loan program — has received little attention. 

By placing administration of the student loan program at the state level, the federal govern- 
ment could interact with 50 entities rather than 3,000-4,000 postsecondary institutions. By elimi- 
nating the role played by banks, the costs of non-profit administration should yield immediate 
savings. Additionally, guided by the federal government, states could develop regulations that 
clearly linked student loan amounts to the institution's student loan default rate. The federal gov- 
ernment could then penalize a state that did not have its loan "house" in order. This would pro- 
vide the necessary disincentive to stimulate the states to regulate and monitor the loan program. 

Finally, states could use a percentage of the savings on administrative costs (that accrued from 
not needing to make a profit on the loans) to subsidize a portion of student loans that help the 
state to address other public policy objectives. States would be able to offer further discounts on 
loans for students who pursued careers such as teaching or nursing in rural or urban povertv areas. 

Administration of the loan program at the federal level diminishes the potential benefits of a 
state's role, and administration of the program at the institutional level would lead to a wide array 
of administrative procedures that would be difficult to monitor, much less regulate. With the fees 
embedded within the loan program, all states should be able to develop the capacity to adminis- 
ter the loan program and improve its efficiency and impact. 

Paying Back Student Loans 

With loans administered at the state level, a state could offer students three options for pav- 
back of loans: payback similar to the current program (10 years of monthly payments that begin 
when the student has been out of college for a few months), income-contingent pavback, or 
reduced or eliminated payback in return for public service. 

The current payback system is uniform for all students, regardless of the student's career 
choice or expected annual income level. Quite simply, it is an inflexible system that is very remote 
for most students. The inflexibility contributes to high default rates. By locating the loan program 
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at the state level, the system would be closer to the institutions and the students, and it could 
offer greater flexibility in experimenting with a variety of payback plans. Additionally, it would 
allow a state to merge other resources with the loan program to reduce or eliminate loans for 
those students who pursued designated careers, or who completed a certain term of public ser- 
vice within their state. A state-administered loan program possibly could generate a significant 
decrease in the default rate at the same time it enabled the states to leverage loan funds to accom- 
plish other related policy objectives. 

Other Responsibilities: Institutions, Philanthropy, and Business 

One benefit of a simple program that reduces the distinctions among students and guaran- 
tees access is that other players can target their resources, which improves overall efficiency. 

Institutional aid, for instance could be aimed at the additional total budget costs or at total 
costs at colleges which must charge beyond the index level. Lower and lower-middle income stu- 
dents would know, as would the institutions, the size of the expected federal grant. Family 
resources, beyond the EFC calculated from annual income, could be saved for such costs as well. 

Philanthropy could piggy-back on the federal grant system, and business could target its edu- 
cation dollars to capitalize on the federal (and state) investments. In some cases these additional 
dollars could be used to enhance choice, to supplement the expected family contribution, or to 
reduce loan amounts. The objective, however, of these additional investments can more readily 
be realized when based upon the foundation of the state, family, and federal investments. 
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Conclusion 

This proposal seeks to gain greater efficiencies in the current student financial aid system by- 
combining certain aid programs and by linking the major investments in postsecondary educa- 
tion with the compelling interests of the key participants. The proposal is also based upon the his- 
torical experiences and expectations for each participant to assume responsibility for a portion of 
the costs associated with postsecondary education, while fostering an environment to constrain 
cost increases in order to provide meaningful access. Any revisions to the current aid system must 
take into account the two predominant ways that taxpayers support access to postsecondary edu- 
cation-through local and state appropriations to public institutions and through federal support 
of student financial aid. These investments must be seen as complementary, not contradictory. 
Our proposal seeks to provide a framework that capitalizes on these investments and makes the 
investments at the state and federal level responsive to one another in order to create a more effi- 
cient and accessible system of postsecondary education. 
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